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INTERLOCKING SUBVERSION IN GOVERNMENT 
DEPARTMENTS 


WEDNESDAY, JUNE 15, 1955 


Unirep States SENATE, 
SuBcoMMITTEE To INvestTiGATE THE ADMINISTRATION 
OF THE INTERNAL Securtry Acr anp Oruer IN- 
TERNAL Securrry Laws, OF THE COMMITTEE ON 
THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:40 a. m., in room 457, 
Senator Herman Welker presiding. 

Present : Senators Welker, Johnston, and Watkins. 

Also present: J. Gz. Sourwine, chief counsel, and Benjamin Mandel, 
director of research. 

Mr. Sourwine. Mr. Chairman, the purpose of this hearing today is 
to place into the record additional excerpts from the so-called Mor- 
ones diaries. I would like to say initially that there is no signifi- 

‘ance in referring to these documents by number, nor is there any 
saat unce when we skip a number. 

“The documents to be used at this hearing do bear numbers, and 
there might appear to be some documents missing. Actually that is 
not so. As the chairman knows, there is a vast amount of this mate- 
rial. We started with more than we will actually present here, and 
the process of narrowing down caused the occasional elimination of 
a numbered document. But it isn’t gone. It is still in the committee 
files, and it is just not being presented today. 

It will be noted that the documents as presented each bear a short 
caption or summary paragraph. These are not intended to be full 
summaries, Mr. ¢ ‘hairman. They are only descriptive. None of them 
constitutes a précis of the contents of the document. 

The first document that I offer for the record today is from book 
213 on pages 249 to 253 of the diaries, and the date of this document 
is September 26, 1939. This refers to a meeting of Secretary Mor- 
genthau and the Chinese Ambassador, Hu Shih, to discuss a loan to be 
secured by exports of tung oil and tin. The Secretary asked the Am- 
bassador to discuss the loan with White, Harr y Dexter White. This 
is one of the earliest episodes in which White was given a degree of 
jurisdiction over Chinese matters. The Cotton mentioned here is Mr. 
Joseph P. Cotton, who was then Assistant to the Secretary of the 
Treasury, and the Chen mentioned by the Ambassador is K. P. Chen 
of the Universal Trading Corp. I offer this document for the record, 
Mr. Chairman. 

Senator Wetker. It will be made a part of the record at this point. 


2335 

































2336 INTERLOCKING SUBVERSION IN GOVERNMENT 


(The document referred to was marked “Exhibit No. 28”* and ap- 
pears below :) 


ExHIsiT No. 28 


SEPTEMBER 26, 1939, 11: 15 a. m. 
Present : 
Chinese Ambassador 
Mr. Cotton 
(Dr. White at the very end) 


H.-M., Jr. Did you know Mr. Cotton? 

AMBASSADOR. Yes; we have met before. 

H. M., Jr. Mr. Cotton is the Treasury Director on the Export-Import Bank. 
Having some idea of what you have in mind, I thought he might just as well 
hear it. 

AMBASSADOR. I come to report to you an interview I had with the President, 
just two weeks ago last Friday. He was gracious enough to give me an interview. 

After reporting to him the international situation in the East created by these 
stupendous changes in Europe, I was reporting to him that this situation made 
our Government very nervous. On one hand we were afraid of the steps Russia 
might take; on the other hand we are afraid that the Allies, England and France, 
might desert us and might come to agreements that would be very disadvantageous 
to China. We were most afraid that not only the concessions, the International 
Concessions, might be affected, but also these two routes, the two back doors of 
communication, transportation, might be affected. 

Only one minute ago my Secretary called me up—and this is diversion—just 
a moment ago my First Secretary called me up. Just after I left they got a cable 
from the Government saying that the French Government had enforced under 
the war emergency, in French Indo-China ordinances . . . 

H. M., Jr. What does that mean? 

AMBASSADOR. .... under which the French Government forbids Chinest mu- 
nitions, motor cars and gasoline—they specified these three things: Chinese mu- 
nitions, motor cars and gasoline—from passing through French Indo-China. 

H. M., Jr. That is serious. 

AMBASSADOR. That is very serious. One of those things we were afraid. 

Reporting these, my Government was really jittery and I told the President 
that last year, at our worst moment, the American Government gave us. . 

H. M., Jr. They won’t permit what to go through? Munitions? 

AMBASSADOR. Munitions, motor cars and gasoline. 

H. M. Jr. Munitions, motor cars and gasoline. 

AMBASSADOR. Yes, to go through French Indo-China to China. 

Mr. Cotton. These are purchases already made? 

AMBASSADOR. All purchases already made. This just came this morning, just 
after I left the house. They were decoding when I came here. My Secretary 
called me up. 

H. M., Jr. Humph! 

AMBASSADOR. That was one of the things we were afraid of. I was telling the 
President, last year at our worst moments the American Government gave us 
this $25,000,000 loan, credit, which really had its life-saving and life-sustaining 
effect, sort of injection to strengthen the heart at a time when the heart was 
really sinking. And I reported what Mr. Chen had reported to me—Mr. K. P. 
Chen reported to me—about the uses and expenditure and the great cooperation 
which the Treasury Department has given to us, given to him and the Trade Cor- 
porations and all the purchases. I gave the President a general summary of the 
purchases, of the character of the purchases, including the 5,000 motor cars, 
trucks, and medical supplies, and so on. 

I reported that the money is now spent, although not entirely paid out, but by 
October, by the middle of October, all the payments will be made and that will 
mean the end, the exhaustion of this loan. I was asking the President if at this 
very trying moment your Government might be pleased to give us another injec- 
tion, another life-saving injection, in the form of a loan. That would greatly 
strengthen our morale and buttress our courage at this time. Also indirectly 


1 Exhibits are here numbered in sequence following those included in part 28 Interlocking 


Subversion in Government Departments, which contains the first 27 exhibits from the 
Morgenthau diaries. 
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give a manifestation of the American attitude of sympathetic support to China 
to the other nations. 

The President was very much interested. He asked about certain details. 
For example, payment of this last credit, and I reported that three installments 
had been paid on it. He was very much pleased. He said, “That is highly com- 
plimentary ; that alone should be a good excuse of renewing or extending more 
credits.” And he asked about securities. I told him that I learned from Mr. 
K. P. Chen that wood oil, tung oil, the annual production is about 44,000 tons a 
year and in about five years, under the contract, in five years the total production 
will be about 220,000 tons. At the market price of $440.00 a ton, that would be 
enough, would be in five years’ time worth $96,000,000. 

Then I also reported to the President that just that week my Government had 
notified Mr. Chen and myself that the Central Government was taking over the 
tin, the control of the tin, production of tin, which constitutes about 70 percent 
of the world’s production, which amounts to 10,000 tons a year from the Prov- 
ince of Yunan and 3,000 tons from the Province of Kwangsi, so about 13,000 
tons a year, and tin at that time was worth $1,100 a ton and now, in 2 weeks’ 
time, I am told, the price is $1,200 a ton. So that, if we talk in terms of 
five years, the tin would be worth at least between $60,000,000, $60,000,000 or 
$70,000,000. The President was interested in this. He said, “I will see the Sec- 
retary of the Treasury.” 

H. M., Jr. Mr. Ambassador. I have been waiting for two weeks to hear from 
you. 

AMBASSADOR. I did not dare to come in to see you because of the disturbed 
condition. I know you have been very busy. That’s why I did not dare intrude. 

H. M., Jr. For two weeks I have—I heard about the loan against tin, which you 
raised, and I could not understand why I did not hear from you. 

AMBASSADOR. I am glad you told me. I felt I should not intrude at a time 
when your Government must be very, very busy on the war situation. 

Hi. M., Jr. I have always seen you when you have asked. 

AMBASSADOR, You are very kind and because you are kind, I feel hesitant 
in intruding. 

H. M., Jr. Mr. Ambassador, what did the President say about the question of a 
loan to you? 

AMBASSADOR. The President said, he said he was very much, he said, that’s 
all he said to me. He said, he said the Chinese Government has paid promptly 
on this $25,000,000 loan, on schedule, and that’s, that loan will be a good reason 
for extending another loan. 

H. M., Jr. Let me ask you this question. In view—they won't let you bring 
tin out through Indo-China, will they? 

AMBASSADOR. I think if these are commercial, ordinary business, it goes. I 
don’t think there will be any reason. 

H. M., Jr. Have you got a little time to sit down * * * 

AMBASSADOR. Yes, sir; I have. 

H. M., Jr. * * * with Mr. Cotton and Mr. White? 

AMBASSADOR. Yes, sir. 

H. M., Jr. Would you? 

AMBASSADOR. Yes, sir. 

H. M., Jr. And go over this thing more fully? 

AMBASSADOR. Yes, sir. I don’t want to take too much of your time. 

H. M., Jr. No. I would like you, if you have a few minutes, to sit down with 
Mr. Cotton and Mr. White and go into this thing more fully. 

AMBASSADOR. Yes, sir. 

H. M. Jr. Production, and how you get it out, and give them in more detail 
just what—I mean, so we would know as much about tin as we do about tung oil. 

AmBassapor. The tin, the tin, 3,000 tons of tin of Kwangsi has already been 
transferred to the control of the National Committee of Resources, but this is tin, 
and the 10,000 tons of tin from Yunan has always been under Provisional Gov- 
ernment and the Commissioner of Finance of the Province, Mr. Miller (?) is an 
American, educated engineer there, efficient engineer, has been running this, but 
they are rather jealous of the foreign exchange value that this tin will bring to 
Provisional Treasury, so the Government, only last—day before yesterday, Mr. 
K. P. Chen telephoned to me that he got wire from Dr. Kung that this transfer 
is completed. 

H. M., Jr. I see. 
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AMBASSADOR. That the Central Government promises to pay the fixed amount of 
foreign exchange to the Provisional Treasury as a guarantee of the Provisional 
currency so that the Central Government from now on will be able to take over 
this tin, completely. 


H. M., Jr. Well, it’s a question of delivery and how you are going to deliver 
it and where you are going to deliver and where you are going to ship all that 
stuff and everything else and, as I say, if you had the time to sit down with Mr. 
White and Mr. Cotton, why * * * 


A at I would be very happy. 
H. M., * * * and give it to mein more detail. 


AMBASSADOR. You want me to talk over with Dr. White and Mr. Cotton * * * 
H. M., Jr. If you would. 


It’s a privilege, Mr. Ambassador, to see you any time. 

AMBASSADOR. Shortly after the President returned I noticed that the Govern- 
ment was calling this special session of Congress and the President and all mem- 
bers of the Government conferring with leaders of the different parties, I thought 
I had better wait. 

(At this point, Dr. White came in.) 

H. M., Jr. (to Dr. White). The Ambassador has brought up the question of 


another loan to China against tin and I have asked him to talk to you and Mr. 
Cotton in more detail. 


Mr. Sourwine. Next, Mr. Chairman, is from book 223, pages 99 to 
103 of the diaries, and the date is November 20, 1939. This is a memo- 
randum by Harry Dexter White proposing that the stabilization fund 
be used as a source of loans to China and other countries. White's 
Division of Monetary Research, as the Chair will remember, was 
closely allied to the stabilization fund. This document proposes a 
good deal more than that, however. 

It also proposes what, if it had been carried through in accordance 
with White’s ideas, would have been a $20 billion revolving fund 
which Mr. Morgenthau or the Secretary of the Treasury ex officio 
would have had the right to administer, and he would have been able 
to lend it to foreign governments at his will. It would have been 
quite an interesting proposition. 

I think in looking at this document the committee will be interested 
to note that Mr. White’s memorandum indicates that he was looking 
for a way to do a nuntber of things. He says cash to lend abroad to 
invest, and to use his words: 


All without additional appropriation of funds by Congress. 


I think, Mr. Chairman, this is one of the earliest symptoms of an epi- 
demic which later became rather common among official Washington. 
It is interesting also that in this document W hite, who is a man who 
long ¢ ultivated. the myth that the Silver Purchase Act was costing us 
money, here recognizes silver seniorage as an asset. 

There is another portion of the document to which I respectfully 
call the attention of the committee, and I will read just one sentence 
from White’s language in his paragraph No. 2: 

The essentials of the plan could be accomplished through simpler devices [out- 
lined in an alternate bill, appended ] which you may deem less unattractive, but I 
feel the idea needs to be given a gilt covering if it is to be at all palatable to 
Congress and the public. 

Mr. Chairman, I offer that document for the record. 

Senator Werixer. Exhibit No. 2 will be admitted at this point. 

(The- document referred to was numbered exhibit No. 29 and 
follows :) 
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ExHisitr No. 29 
TREASURY DEPARTMENT 
INTEROFFICE COMMUNICATION 


NOVEMBER 20, 1939. 
To: Secretary Morgenthau. 
From: Mr. White. 
Subject: Utilization of our gold holdings. 


1. A plan for providing cash to lend abroad and to invest in United States 
governments, rather crudely outlined in the appended draft of a bill, is submit- 
ted as a suggestion of a possible means to accomplish the following: 

(a) provide ample funds to carry out our Latin American program, to 
make a loan to China, and to participate in reconstruction loans elsewhere 
after hostilities cease—all without additional appropriation of funds by 
Congress. 

(b) make possible the use of our gold holdings, silver seignorage and 
part of our Stabilization Fund without increasing the volume of excess 
reserves. 

(c) convert some of our gold holdings into interest bearing assets, thereby 
reducing our tax burden. 

(d) strengthen the financial position of the Treasury and promote con- 
tinuation of low interest rates. 

(e) buy America back without endangering the stability of our security 
markets. 

(f) dissipate some of the criticism against Treasury gold policy, and 
enhance the prestige of gold. 

2. I suspect you will not care much for the plan, yet it may suggest some 
related or alternate method of accomplishing the above-mentioned objectives 
The essentials of the plan could be accomplished through simpler devices (out- 
lined in an alternate bill, appended) which you may deem less unattractive, but I 
feel the idea needs to be given a gilt covering if it is to be at all palatable to 
Congress and the public. 

3. The plan presupposes that: 

(a) Within the next couple of years our gold holdings will have passed 
the $20 billion mark. 

(b) There is very little prospect of a net outflow of gold of large dimen- 
sions within the foreseeable future. 

(c) A sum of $8 billion is more than adequate as a metallic base for our 
domestic monetary needs under present statutory requirements—provided, 
of course, we have ample amounts to meet any possible sustained adverse 
balance of payments we are likely to experience in our international 
account. 

(d) That portion of our gold holdings—at least over $8 billion—which 
serves no useful monetary purpose may be justly regarded as a frozen asset 
though it may be rightly assumed to have potential international purchasing 
power. 

(If you are interested, the advantages and disadvantages of the measures pro 
posed can be submitted for discussion. ) 

H. D. WHITE, 
November 18, 1939. 


THE GOLD INVESTMENT AcT or 1940 


Purposes of the Bill: 
(a) To increase the earning capacity and usefulness of our gold holdings; 
(b) To help correct the maldistribution of the world’s gold and to 
strengthen the monetary systems of the rest of the world without weakening 
our own; 
(c) To promote foreign trade recovery and a higher national income at 
home, and increased productivity abroad; 
(ad) To help stabilize foreign exchange rates and reduce artificial barriers 
to the free movement of goods and capital among the nations of the world; 
(c) To help promote peace among nations and to facilitate postwar re- 
construction programs, and other purposes ; 
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(f) To protect our domestic security market ; 
(g) To reduce the possibility of inflation. 
1. There shall be created a special committee to be known as the “Gold Invest- 


” 


ment Committee,” consisting of the following members: (1) the Secretary of 
the Treasury, who shall act as chairman of the committee; (2) the Chairman of 
the Board of Governors of the Federal Reserve System; (3) the Director of the 
Budget; (4) the Chairman of the Securities and Exchange Commission; (5) 
the Chairman of the National Resources Committee; (6) Administration of the 
leading agencies. 

The duties of the committee shall be to advise the Secretary of the Treasury 
in the performance of his duties pertinent to the bill, to initiate and execute such 
investigation and studies as are necessary to properly carry out the purposes of 
the bill, and to prepare reports for the President on matters dealt with by the 
committee. 

2. The Secretary of the Treasury shall be authorized to issue, with the ap- 
proval of the President and of the “Gold Investment Committee” Gold Notes 
against the following collateral in such amounts and at such times as he deems in 
the public interest, provided the amount issued shall at the time of issue not 
exceed the purchase price of the collateral, and provided further that the total 
issue shall not exceed $20 billion : 

(a) Gold at monetary value, which shall constitute at least 40 percent 
of the face value of Gold Notes outstanding ; 

(b) Interest-bearing bonds of foreign governments which are not in 
default to the United States Government, and which are not prohibited 
from borrowing in the United States under terms of the Neutrality Act; 
securities of American corporations held by residents of foreign countries or 
by foreign corporations or by foreign governments, provided the securities 
are listed on the New York Stock or Curb Exchange, and provided further 
that the purchase price shall not be in excess of 5 percent less than the quoted 
market price; 

(c) Interest-bearing bonds of the United States Government having 
maturity in excess of five years from the date of purchase. 

3. The Gold Notes issued under the authority of this Act shall have the attri- 
butes now possessed by gold certificates with respect to the constitution of re- 
serves against Federal Reserve Notes and deposits, and convertibility into gold 
bullion. Any restrictions upon the holding and use of gold certificates shall 
apply also to Gold Notes. 

4. The Secretary of the Treasury shall be authorized, with the approval of 
the Committee and of the President of the United States, to exchange Gold 
Notes for gold certificates (or certificate credits) outstanding, provided how- 
ever, that the amount of gold certificates (or gold certificate credits) outstanding 
shall not be reduced below $8 billion. Gold bullion held against gold certificates 
so exchanged shall be covered into a gold note fund, to be held as collateral 
against Gold Notes. 

5. The Secretary of the Treasury shall be authorized to purchase with the 
approval of the President and the Gold Investment Committee the interest bear- 
ing bonds eligible as collateral for Gold Notes in such amounts, at such times, 
and at such rates as he deems to be in the public interest, and to pay for such 
bonds ont of any funds in the Treasury not otherwise appropriated, provided 
however, that the amounts purchased shall not exceed the amount of Gold Notes 
which may be issued against them as collateral. 

6. The bonds acquired by the Gold Investment Committee shall be carried in a 
Gold Note Fund at their purchase price. 

7. The Secretary of the Treasury shall be authorized to empower a committee 
set up for that purpose by the Securities and Exchange Commission to liquidate 
American stocks and bonds as have been acquired under the authority of this 
Act, except U. S. Government bonds, as the Secretary of the Treasury with the 
approval of the Gold Investment Committee shall deem in the public interest, 
provided the special committee entrusted with the sale of the securities shall be 
given a period of 10 years within which to sell the securities. 

8. The Secretary of the Treasury shall be authorized to make such regulations 
as are necessary to prohibit the acquisition by foreigners of any securities identi- 
eal with those held by the Gold Investment Committee except from the Com- 
mittee via their selected broker and only at the market price. 

9. The interest received on any investments shall be permitted to accumulate 
a fund to be known as the Gold Investment Fund until it has reached the sum 
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of $200 million. Any losses on investments that will be sustained shall be de- 
ducted from this fund at the end of each year in which the losses are actually 
sustained. Any gains that shall accrue shall be added to this fund. Interest 
and/or gains received in excess of $100 million shall be covered into the General 
Fund of the Treasury as a miscellaneous receipt. 

10. The Secretary of the Treasury as Chairman of the Gold Investment Com- 
mittee shall have published monthly a statement showing operations under- 
taken during the prior month and a statement of the account of the Gold Invest- 
ment Fund. Once a year there shall be published a record of the meetings held 
by the Gold Investment Committee, which shall include all decisions made and 
any minority held by members of the Committee. 

11. Congress shall appropriate $100,000 for the expenses of the Committee the 
first year and shall authorize the expenditure thereafter from the income of the 
fund of an annual fund not in excess of $100,000 a year to carry out the purposes 
of this bill. 

12. The Federal Reserve Board shall have the power, at their discretion but 
with the approval of the Secretary of the Treasury, to increase the proportion of 
reserves against deposits required to be maintained with the Federal Reserve 
banks by members of the Federal Reserve System by percentages sufficient to 
offset the sum of Gold Notes, gold certificates, and silver certificates outstand- 
ing in excess of a combined total of $18 billion. 


Mr. Sourwine. That would be exhibit 2 of today’s hearing. We 
had a No. 2 at an earlier hearing. 

The next document, Mr. Chairman, is from book 304, page 246 of 
the diaries, and the date is September 10, 1940. 

This is a letter from Secretary Morgenthau to Mr. Nelson A. Rocke- 
feller designating White as Treasury representative with the Inter- 
departmental Committee on Inter-American Affairs. Mr. Rockefel- 
ler had just been made coordinator of that Committee. 

Senator Wexxer. No. 3 of today’s hearing will be admitted at this 
point in the record. 

(Exhibit 30 is as follows :) 


Exuisit No. 30 
SEPTEMBER 10, 1940. 
Hon. NEtson A, ROCKEFELLER, 
Ceordinator, Interdepartmental Committee on Inter-American 
Affairs, The White House, Washington, D. CO. 


DeaR Mr. ROCKEFELLER: This is in reply to your letter of August 20, 1940, in 
which you ask that a representative from the Treasury Department be desig- 
nated to serve on the Interdepartmental Committee on Inter-American affairs. 

I am designating Mr. H. D. White, Director of Monetary Research, to repre- 
sent the Treasury Department on that committee. 

Sincerely, 
(Signed) H. MorGcENTHAU, Jr., 
Secretary of the Treasury. 

Mr. Sourwine. The next item is from book 447, pages 11 and 12, 
and the date is October 2, 1941. 

The Chair will notice that an effort is being made to present these 
chronologically so far as we can do so. This is a memorandum by 
Harry Dexter White informing the Secretary of a letter which he had 
written to Vice President Wallace, that is, which White had written. 

The letter adversely criticizes a study made for the Economic De- 
fense Board by Mr. Louis Bean, economist for the Agriculture Depart- 
ment. The Vice President, that is Mr. Wallace, was then head of 
the Economic Defense Board. 

I respectfully call attention to the fact that in the little typewritten 
summary at the top, the name “Bean” is misspelled. It is spelled with 
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an “m” and it should be spelled with an “n” as it is in the document 
itself. 

The committee may be interested in what appear to be some evi- 
dences of professional jealousy here, Mr. White talking about another 
expert. I offer that for the record. 

Senator WeLker. It will be admitted at this point. 

(The document referred to was marked “Exhibit No. 31” and is as 
follows :) 

ExHiBit No. 31 


TREASURY DEPARTMENT, 
DIVISION OF MONETARY RESEARCH, 
October 2, 1941. 
To: Secretary Morgenthau. 
From: H. D. White. 


Mr. Wallace had requested me, after a meeting of the Economic Defense Board, 
to comment On some data he had received from Mr. Bean. The appended let- 
ter was in response to that request. 

OcTOBER 1, 1941. 
The VICE PRESIDENT, 
The United States Senate. 


My Dear Mr. Vice PRESIDENT: I have examined the figures with regard to the 
national income and consumers’ purchasing power given by Mr. Bean in his letter 
of September 17. I am in substantial agreement with Mr. Bean on these figures, 
insofar as they relate to the past. 

I presume that you were especially interested in estimating any increases or 
decreases in the money and real purchasing power of the various income groups 
as well as of the nation as a whole. But apparently Mr. Bean did not intend 
to estimate the income available for consumption that would be in the hands of | 
the public and its various significant sub-groups, as he makes no deduction for 
taxes, nor allowance for saving. 

In the past few weeks there have been substantial changes in the factors that 
will affect the amount of purchasing power that the various groups have, as well 
as the amount of goods available for them to buy. The decided acceleration of 
our national defense activities since the setting up of the SPAB, the anticipated 
greatly increased scope of priorities and rationing, the greatly increased tax pro- 
gram, the contemplated extended Social Security program, the increased con- 
trols over capital expenditure and consumer credit, and the expanded program of 
exports of consumers’ goods to foreign countries under the Lend-lease—all these 
introduce important modifications into the basic factors which determine the 
magnitude of the monetary and real national income. 

We are now attempting an evaluation of the effect of these changes on the na- 
tional income, the supply of consumer goods, the volume of money which will be 
available to the major income groups, etc. I know you are interested in all these 
matters and shall therefore send you a copy of our results as soon as the work has 
been completed. 

Yours respectfully, 
[S] H. D. Wuire, 
Assistant to the Secretary. 
HDW : 0G: dlm 
10/1/41. 


Mr. Sourwine. The next item is from book 447, pages 355 to 363, 
and the date is October 3, 1941. 

This is a memorandum by Harry Dexter White to Secretary Mor- 
genthau transmitting the text of a proposed stabilization and silver 
purchase agreement with Mexico. Certain portions of this have been 
underlined, of the memorandum have been underlined by Mr, White 
as the portions which he felt the Secretary should read. 


1 These summaries were attached to the photostats merely for the information of the 
subcommittee were expanded by Counsel Sourwine in his explanations at the hearing and 
therefore were not printed. 
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I ask, sir, that the portions of the memorandum be ordered printed 
in italics in the record. 

Senator WeLKer. It will be so ordered. The exhibit designated for 
this hearing “Item No. 5” will be admitted at this point. 

(The document was numbered Exhibit No. 32 and is as follows :) 


ExHIbir No. 32 
TREASURY DEPARTMENT 


INTEROFFICE COMMUNICATION 
; OctToBeR 8, 1941. 
To: Secretary Morgenthau. 
From: Mr. White. 
Subject: Status of the Mexican stabilization and silver negotiations. 


1. Drafts of both a stabilization agreement and a silver purchase agreement 
have been approved in general by you and in detail by Under Secretary Bell and 
other Treasury officials. The Mexican negotiator—Mr. Monteros—has informed 
us that his government has also approved both drafts. 

2. Finance Minister Suarez is now in Washington, prepared to sign the sta- 
bilization agreement on behalf of the Mexican Government and Mr. Monteros 
has been authorized to sign on behalf of the Bank of Mexico. These signatures 
will have to be on an ad referendum basis pending legislative approval in Mexico. 

3. Stabilization Agreement.— 

(a) We agree to purchase pesos up to $40 million. There is no limit to the 
amount which can be purchased at any one time up to a total of $40 million. 

In this respect it differs from the agreement we had prepared with Argentina, 
which provided for monthly amounts. 

Although we agree to purchase up to $40 million, actually the Bank of Mexico 
will be able to utilize only up to $30 million of the sum because their laws require 
them to keep 25 percent gold or foreign exchange as a reserve against the pesos 
on deposit. 

Your obligation to purchase pesos under this agreement will terminate on 
June 30, 1943, subject to earlier termination by you on 30 days’ notice. 

(6) The Bank of Mexico must repurchase any pesos 180 days after the receipt 
of notice from you, repayment to be effected in six equal instalments during the 
next succeeding 180 days. 

The pesos we buy will of course be repurchased at the price we paid for them 
so that there will be no loss through changes in the exchange rate. 

(c) The exchange rate shall be the New York Telegraphic transfer rate on 
Mexican pesos and the rate of interest shall be 144 percent per annum on the 
daily balances. The interest rate may be reconsidered at any meeting between 
the parties concerned, of which there shall be not less than two per year. 

(d) Mexico agrees to make no substantial change in dollar-peso rate of ex- 
change and to introduce no important exchange control measure without provid- 
ing you with an opportunity for consultation. Mexico further agrees to use the 
dollars as a revolving fund to stabilize the peso-dollar rate and to exercise due 
diligence to prevent the permanent exhaustion of the fund and to prevent such 
internal currency and credit expansion as would cause an undue drain on dollars. 

4. Silver purchase agreement.—This agreement will be in the form of a letter 
to the Bank of Mexico from the Federal Reserve Bank which you will authorize 
the Federal Reserve Bank of New York to send. 

(a) The purchase agreement will be on a month-to-month basis with the price 
to be quoted on a daily basis and the total obligation to purchase limited to 6 
million ounces per month. 

(b) The Bank of Mexico must ship the silver to a designated United States 
mint or assay office at its risk and payment will be made by the Federal [Reserve 
Bank of New York] on delivery of the silver to the mint or assay office. 

This silver agreement is similar to the one in force prior to 1938 except that 
you are agreeing to purchase 6 million ounces per month whereas in the earlier 
agreement it was 5 million ounces per month. 

There is appended a copy of the Stabilization arrangement and the Silver 
Purchase Agreement. I have italicized the most important parts. 
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[Strictly Confidential] 
Drart 8/25/41 


(Differs from Draft 8/6/41 by minor changes in Sec. 8) 


AGREEMENT made as of the 1st day of September 1941, at the City of Wash- 
ington, District of Columbia, between the Secretary of the Treasury of the 
United States of America (hereinafter called the Secretary), the Banco de 
Mexico (hereinafter called the Bank) and the Government of the Republic of 
Mexico (hereinafter called Mexico). 

WuHereas, the monetary and financial cooperation of the United States of 


America and the Republic of Mexico and the stabilization of the United States 
dollar-Mexican peso rate of exchange are important factors in promoting trade 
and in fostering the welfare and friendly relationships of the two countries; 


Now, THEREFORE, in order to further such objectives and in consideration of 
the premises and of the mutual covenants herein contained, it is agreed as 
follows: 

1. The Secretary, through the Federal Reserve Bank of New York as Fiscal 
Agent of the United States (hereinafter in its capacity as Fiscal Agent of the 
United States called the Federal) shall, as hereinafter provided, purchase Mezi- 
can pesos from the Bank from time to time as requested by the Bank, the United 
States dollars paid therefor to be used exclusively for the purpose of stabilizing 
the exchange value of the Mexican peso with respect to the United States dollar. 
The total amount of pesos thus purchased by the Secretary, exclusive of accrued 
interest thereon and of any pesos repurchased, shall not at any time exceed in the 
aggregate the equivalent of United States $40,000,000. computed at the rate at 
which such pesos are purchased as hereinafter provided. The pesos so purchased 
shall be credited to the Federal on the books of the Bank in a special account 
to be opened in the name of “Federal Reserve Bank of New York as Fiscal Agent 
of the United States”. Upon receipt by the Federal Reserve Bank of New York 
of advice from the Bank by tested telegram that this account has been credited 
with a stated amount of Mexican pesos, the Federal will in turn, in payment 
therefor, credit the Bank in a special account to be opened by the Federal in 
the name of “Banco de Mexico, Special Account”, in an amount in United States 
dollars equivalent, at the then prevailing buying rate of exchange in New York 
for telegraphic transfers payable in Mexican pesos on Mexico, D. F., to the 
amount in Mexican pesos so credited to the account in the name of the Federal 
on the books of the Bank. 

2. The Bank shall credit interest to the special peso account in the name of 
the Federal on the last day of each successive month from and after the date 
hereof. Such interest shall be computed at the rate of 1% percent (one and 
one-half percent) per annum on the daily balance of such pesos in such special 
account as were purchased by the Secretary under this Agreement. The matter 
of the rate at which the Bank shall credit interest to such special peso account 
ma y be reconsidered at any meeting provided for in paragraph 8 of this Agree- 
ment, 

3. (a) One hundred and eighty days after the receipt of notice from the 
Secretary or the Federal containing such request, the Bank shall repurchase, 
or cause to be repurchased (and in the case of accrued interest, purchase, or 
cause to be purchased), im sir equal instalments at the end of each thirty-day 
period during the next succeeding one hundred and eighty days, in United States 
dollars (utilizing, if necessary, the gold resources of the Bank and Mexico), 
by payments at the Federal Reserve Bank of New York: 

(i) Any or all of the pesos purchased by the Secretary through the 
Federal at the same rate or rates of exchange at which such pesos were 
purchased ; and 

(ii) Any or all of the pesos representing interest accrued on, and whether 
or not credited to, the special peso account on the books of the Bank in the 
name of the Federal at the average rate of exchange at which the pesos, upon 
eae _— interest has accrued, were purchased by the Secretary through 

1e Federal. 

(b) Notwithstanding the foregoing, in the absence of such a request by the 
Secretary or the Federal, pesos in the amount of such accrued interest shall be 
purchased or caused to be purchased by the Bank by payment in United States 
dollars at the Federal Reserve Bank of New York on the last day of each suc- 









cates nese 
nina ev bechassliica Ati tiniest 


Ki an wie had Se 


narra tated Selene 



































































INTERLOCKING SUBVERSION IN GOVERNMENT 2345 


cessive three-months’ period from and after the date hereof and upon the termi- 
nation of this Agreement, at the rate of exchange described in subdivision 
(a) (ii) of paragraph 3. : 

(c) The aforementioned special peso account, the pesos credited thereto (in- 
cluding interest), and all transactions respecting such account, and the other 
obligations of the Bank and Mexico under this Agreement shall, in so far as the 
rights, powers and privileges of the Secretary or the Federal may thereby be 
affected, be exempt and immune from any taxes, fees, charges, restrictions, and 
controls of any nature under the laws of Mexico or any political subdivision or 
taxing authority thereof. 

4. The Bank may also at any time by making payments at the Federal Reserve 
Bank of New York in United States dollars at the rate of exchange provided in 
paragraph 3, repurchase the pesos described in paragraph 3, with available funds 
from any source. 

5. In the event of any failure to repurchase (or, in the case of interest, pur- 
chase) the pesos as provided in paragraph 8 or of any other act, done or omitted, 
not in accordance with the provisions of this Agreement, the Bank shall, if and 
when the Secretary, acting directly or through the Federal, so elects by giving 
notice to the Bank and/or Mexico to such effect, become forthwith obligated to 
repurchase or cause to be repurchased, or in the case of interest, purchase or 
cause to be purchased, all of the pesos at a total purchase price in United States 
dollars determined as provided in paragraph 3 by payment at the Federal Reserve 
Bank of New York and the dollars remaining in the “Banco de Mexico, Special 
Account” shall be retained by the Federal and applied by the Secretary or the 
Federal as a payment on account of such purchase price No failure or delay on 
the part of the Secretary in exercising any of his rights, powers, or privileges in 
whole or in part, under this Agreement shall constitute a waiver thereof, or of 
any other rights, powers or privileges granted to the Secretary under this Agree- 
ment. It is understood that the Federal Reserve Bank of New York will act 
only as fiscal agent of the United States in carrying out this Agreement and in 
doing and performing any acts or transactions in connection with this Agreement, 
and that it will not incur any liability for any acts done or omitted pursuant to 
instructions of the Secretary. The Federal is authorized to accept and act upon 
any writing relating to the purchase of pesos under this Agreement or to the 
“Banco de Mexico, Special Account” which is received by the Federal in the name 
of the Bank and which is believed by the Federal to be genuine, and upon any 
cablegram, radiogram or telegram relating to the foregoing which is received by 
the Federal in the name of the Bank and which conforms to existing or future 
arrangements agreed upon between the Bank and the Federal Reserve Bank of 
New York, or to arrangements hereafter agreed upon between the Bank and 
the Federal with regard to the authentication of cablegrams, radiograms or tele- 
grams by the use of test numbers, and all such writings, cablegrams, radiograms 
and telegrams shall be binding upon the Bank and Mexico. 

6. Mexico hereby unconditionally guarantces the full performance by the Bank 
of all the obligations, duties and liabilities of the Bank under this Agreement 
and any arrangements made pursuant thereto. 

7. Any notice given by the Secretary or the Federal either to the Bank or to 
Mexico shall be deemed and taken as full notice to both of them, and such notice 
may be given by the Secretary or the Federal to the Bank at its head office in 
Mexico, D. F., or to Mexico at the office of the Minister of Finance of Mexico, at 
Mexico, D. F., or to the Mexican Embassy at Washington, D.C. The Bank and 
Mexico hereby waive diligence, protest, notice and demand of every kind, except 
as expressly provided for in this Agreement. 

8. Mewico, the Bank and the Secretary agree that at periodic intervals of ap- 
proximately six months from and after the date of this Agreement (the precise 
dates to be agreed upon) there shall be held a conference to be attended by the 
representatives of each of such parties to discuss and consider the United States 
dollar-Mexican peso rate of exchange, problems of mutual interest in connection 
therewith and all other monetary, financial and economic problems of mutual 
interest. The Bank and Mewico agree that, without providing the Secretary with 
an opportunity for consultation, no substantial change in the United States 
dollar-Mezxican peso rate of exchange will be made, and no important exchange 
control measures will be introduced. At such consultation due consideration 
will be given to all relevant factors, especially to comparative price levels. The 
Bank and Mexico further agree that the dollars made available under this 
Agreement will be used as a revolving fund for the stabilization of the exchange 
value of the Mexican peso with respect to the United States dollar, and that due 
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diligence will be exercised to prevent the permanent exhaustion of the fund. In 
particular, the Bank and Mexico agree to take all reasonable measures to prevent 
unwarranted internal currency and credit expansion such as would cause an 
undue drain on the dollars made available hereunder. 

9. Each of the parties to this Agreement shall take and cause to be taken all 
the necessary measures to effectuate the purposes and intent of this Agreement 
and to provide each other with such information in their possession relative to 
foreign exchange transactions, stabilization operations and other matters of 
mutual interest as is relevant to the proper functioning of this Agreement. 

10. Any obligation of the Secretary pursuant to this Agreement shall be con- 
ditional and dependent upon the prior performance by the Bank and/or Mexico 
of any obligations to be performed or liabilities to be discharged by them, or 
either of them, under this Agreement and any arrangements made pursuant 
thereto. 

11. Any obligation of the Secretary to purchase pesos under this Agreement 
shall terminate on June 30, 19}: 3, subject to earlier termination at any time thirty 
days after receipt by the Bank of a written communication or telegram from 
the Secretary or the Federal to that effect. The termination of any such obliga- 
tion of the Secretary shall not affect any of the rights, powers or privileges of 
the Secretary or of the Federal, or any of the duties, liabilities or obligations of 
the Bank or of Mexico hereunder, all of which shall continue in effect until the 

3ank and Mexico shall have fully performed their said duties and obligations 
and discharged said liabilities. If an extension of the Agreement is agreed upon, 
the Agreement shall continue in full force and effect during the period thus 
agreed upon. In the event that the Bank and Mexico wish an extension of this 
Agreement, they will give the Secretary notice to that effect in writing or by 
telegram at least thirty days prior to the termination of the Agreement. 

12. This Agreement shall come into operation and effect as between the parties 
hereto when Mexico shall file with the State Department of the United States 
appropriate documents satisfactorily evidencing the authority of the Bank and 
Mexico under the constitution, laws, statutes, decrees and regulations of Mexico, 
and under the statutes, by-laws, regulations, resolutions and rules of the Bank, 
to enter into this Agreement, or satisfactorily evidencing ratification of the 
action of the Bank and Mexico in entering into this Agreement. The Bank and 
Mexico each for itself represents and agrees that upon the delivery of the afore- 
mentioned documents, the execution and delivery of this Agreement shall have in 
all respects been duly authorized or ratified, and that all acts, conditions and 
legal formalities which should have been completed prior to this Agreement 
becoming effective shall have been completed as required by the constitution, 
laws, statutes, decrees and regulations of Mexico, and under the statutes, by- 
laws, regulations, resolutions and rules of the Bank, and in conformity there- 
with. 

IN WITNESS WHEREOF, the parties hereto have executed this Agreement in 
duplicate. 

Secretary of the Treasury of the United States. 
BANCO DE MEXICco, 


By ——— ——. 
* GOVERNMENT OF THE REPUBLIC OF Mexico, 
By ———— ——. 

Mr. Sourwine. The next, sir, is from book 449, pages 87 to 93, and 
the date is October 7, 1941. 

This is a memorandum by White to Secretary Morgenthau list- 
ing the Treasury’s defense functions. The time is exactly 2 months 
to “the day before America’s entry into World War II. I believe the 
committee will be particularly interested in Mr. White’s appraisal of 
foreign funds control. It isa very interesting item. 

Senator Wetxer. Item No. 6 will be admitted at this point in the 
record. 

(The document was marked “Exhibit No. 33” and is as follows :) 
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EXHIBIT No. 33 


TREASURY DEPARTMENT, 
DIVISION OF MONETARY RESEARCH, 
October 7, 1941. 
To: Secretary Morgenthau. 

At the meeting of the Economic Defense Board on August 27th, the Vice 
President asked the Treasury Department to prepare, for the use of the staff 
to be assembled by the Economic Defense Board, a memorandum on the economic 
defense functions administered by the Treasury Department. 

The appended memorandum lists the various functions administered by the 
Treasury Department which relate to the problems of economic defense. 


Mr. WHITE, 
Branch 2058—214%. 
{Confidential ] 
OcTOBER 8, 1941. 


MEMORANDUM FOR THE VICE PRESIDENT 


Subject: Economic Defense Functions Administered by the Treasury. 

In response to your request of August 27 for a memorandum on the economic 
defense functions administered by the Treasury Department, we give below a 
brief description of those economic defense activities in which the Treasury 
Department participates. 


A. FUNCTIONS ADMINISTERED MAINLY BY THE TREASURY 


1. Foreign Funds Control administered in accordance with policies determined 
by State, Justice and Treasury Departments. The policies governing the ad- 
ministration of foreign funds are designed to: 

a. Prevent Axis countries, and countries dominated by the Axis, from 
using their dollar assets or influence to draw upon our resources to main- 
tain their war effort, to strengthen their economic position, and to exclude 
this country and other friendly countries from full access to vital materials. 

b. Prevent Axis countries, and countries dominated by the Axis, from 
using the world’s strongest medium of international exchange—the Ameri- 
can dollar—and to prevent their use of our banking and financial facilities 
for commerce or other activity in the United States or any other part of 
the world. Thus, in denying the Axis the right to settle balances in dollars, 
you injure or destroy its competitive position in markets where the demand 
for dollars is strong. 

ce. Prevent the physical movement in the import or export of goods be- 
tween the United States and any Axis area or Axis firm both by direct con- 
trol through Customs and by control over all the financial transactions 
incident to any such movement of goods. Thus, a complete control has 
been placed on every aspect of trade and commerce between Japan and 
the United States and between persons whose names appear on The Pro- 
claimed List of Certain Blocked Nationals and the United States. 

d. Prevent the use of dollar assets by Axis countries to finance propa- 
ganda, sabotage and other subversive activities in the United States and 
other areas of strategic importance to the United States. 

e. Prevent aggressor countries from acquiring the many billions of prop- 
erty in the United States belonging to invaded areas and from otherwise 
utilizing such property. Instead the dollar assets of occupied countries are 
held in trust for their rightful owners. At the same time, the rights of 
American claimants to these assets are protected by preventing the dissipa- 
tion of these assets. 

f. Prevent Axis countries from acquiring legal title to property in occu- 
pied countries by purchasing such property from American owners with 
looted funds. Prevent Axis powers from liquidating in our markets securi- 
ties and other assets looted and otherwise acquired in invaded areas. 

g. Prevent the sale of American-owned property in European countries for 
payment out of blocked funds. If such transactions were permitted, the 
funds that should be held for the benefit of all American claimants on an 
equitable basis would be dissipated. It would also be possible to accord pref- 

erential treatment to American claimants in a manner advantageous to Axis 
interests. 
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h. Mimimize or eliminate the liabilities and responsibilities of American 
banks and other business institutions against the assertion of conflicting 
claims to property arising out of the invasion and other revolutionary change 
in the political and economic life of foreign countries. 

i. Prevent American firms from entering into, or executing, contracts or 
other arrangements with Axis firms where such contracts or arrangements 
interfere with or prejudice defense production or curtail the competitive 
position of American firms against Axis firms in neutral markets or other- 
wise prejudice the national defense. 

j. Control undesirable banking and business concerns in the United States 
which are influenced or owned by Axis or other unfriendly interests. 
Through the medium of attaching conditions to the licensing of their bank- 
ing and business operations, the Treasury can nullify or eliminate these 
influences and steer these concerns into more satisfactory channels. An 
example of this is the current effort to eliminate the German influence in 
Sterling Products and at the same time utilize the Sterling Products, to take 
away the Latin American drug market from German interests. This con- 
trol over business interests also includes control of patents and licensing and 
pooling arrangements of an undesirable nature. 

k. Regulate the trade and financial transactions with neutral countries 
and stipulate conditions with respect thereto which would insure that such 
trade would not benefit the Axis, etc. 

l. Regulate all transactions in the exchange of the Axis and occupied 
countries insofar as they involve this market, thus protecting American 
holders of such exchange. 

m. Provide the government with a complete and comprehensive census of 
every type of property within the United States in which any foreign country 
or its nationals have any type of interest, including precise data as to the 
identity of the foreign interest, nature, and location of the property. 

n. Obtain continuing reports from and about individuals and business con- 
cerns with a view to being constantly informed as to their activities, whether 
in an economic or financial field or in the field of propaganda or subversive 
activities. Some of the information thus obtained will be of assistance to 
other agencies such as FBI in the carrying out of their functions and through 
this channel an agency such as FBI may be able to obtain desired informa- 
tion without revealing its hand. 

0. Fortify the economic and financial position of friendly countries by 
correlating our exchange and trade control with theirs in order to prevent 
evasions and strengthen their operations in fields where they are impotent, 
and by extending to them technical assistance and guidance where neces- 
sary. Thus, we can provide China with control over all trade and financial 
transactions with the United States even including control over occupied 
China and international settlements. These operations can be effected by 
this country alone or in conjunction with other friendly countries. 


£. Office of Merchant Ship Control 


The Office of Merchant Ship Control exercises control over the movement of 
vessels from ports in the United States or subject to the jurisdiction of the 
United States. No departure by any vessel on voyages on which clearances by 
a customs officer is required can take place unless authorized by the Secretary 
of the Treasury. 

The Office of Merchant Ship Control is a part of the Coast Guard and was 
established in June 1940, under the powers granted to the Secretary through 
the proclamation of a national emergency by the President. 


8. Other Powers Over Shipping 


The Secretary of the Treasury is authorized in the national emergency, sub- 
ject to the approval of the President, to make rules and regulations governing 
the anchorage and movement of any vessel in the territorial waters of the 
United States. If necessary in the Secretary’s opinion to secure a vessel from 
damage or to prevent damage to any harbor or waters of the United States, 
he may take possession and control of such vessel. (Under this power, the 
German, Italian, and Danish ships were seized by the Coast Guard.) 


4. Additional Powers Over Imports 


_ The Treasury has a number of commercial policy powers which it can use to 
influence the trade of other countries with the United States. In its Customs 
administration of the entry of commodities into the United States, possibilities 
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of action against “Axis” goods and “Axis” firms present themselves. The Treas- 
ury is empowered to impose countervailing duties on dutiable foreign goods 
which receive bounties in manufacture or in export to the United States. It 
has powers also to take corrective steps against foreign dumping or discrimina- 
tory practices. All of these powers can be used as weapons in economic defense. 


B. ECONOMIC DEFENSE FUNCTIONS IN WHOSE ADMINISTRATION THE TREASURY 
PARTICIPATES 


1. Proclaimed List of Certain Blocked Nationals 


Under the Proclamation of July 17, 1941, the Secretary of the Treasury par- 
ticipates in the issuance of and additions and deletions to The Proclaimed List 
of Blocked Nationals. A representative of the Treasury Department participates 
in passing on names to be added to or deleted from such list. 

Pursuant to the Proclamation all persons whose names appear on such list 
become subject to the freezing orders as though they were nationals of Germany 
or Italy and may engage in transactions only pursuant to license issued by the 
Secretary of the Treasury under the freezing orders. 

This Department, in conjunction with the Department of State, is also study- 
ing additional measures to remove listed persons from all positions of influence 
in the social, economic and political-life of their respective communities. 


». Certifications as to who may Dispose of the Property of Foreign States and 
Foreign Central Banks 

Pursuant to the provisions of the Act of April 7, 1941, amending the Federal 
Reserve Act, this Department assists the Department of State in connection with 
the certification as to who may dispose of property belonging to foreign states 
and foreign central banks. Thus Dutch, Belgian and Norwegian government 
and central bank funds in the United States may be utilized by the friendly 
governments and officers of central banks to further their war effort without 
regard to instructions, etc., coming from the occupied area. 

3. Purchases of Strategic and Critical Materials 

The Treasury purchases strategic and critical materials through the medium 
of the Treasury’s Procurement Division at the direction of the Secretary of 
War and the Secretary of the Navy. The specifications of the materials pur- 
chased are prepared by the Procurement Division and approved by the Secretary 
of War and the Secretary of the Navy. 

At times, this purchasing also has the effect of preclusive buying. For exam- 
ple, the Procurement Division took over a large quantity of Turkish chrome ore 
which the British had secured to keep from Germany buf which they could not 
use themselves. The Procurement Division, also, does a large part of the pur- 
chasing under the Lend-Lease appropriations. 


}. Control over Traffic in Arms 


The Secretary of the Treasury is a member of the National Munitions Control 
Board which supervises and controls the manufacture of, and international 
traffic in, arms, ammunition, and implements of war. The Department of State 
administers the licensing system. The Treasury’s Coast Guard and Customs 
Service cooperate in controlling the international traffic in arms. 

5. Export Control 


The Treasury’s Coast Guard and Customs Service enforce the licensing system 
for exports of the State Department and Export Control. 
6. Export-Import Bank 

The Treasury is represented on the Board of Trustees. 
7. Control over Imports 


The New York Federal Reserve Bank certifies to the Treasury (in practice 
in consultation with the Treasury) the exchange rate of each country to be used 
for customs valuation. When countries have multiple exchange rates this func- 


tion gives considerable scope for decisions which may affect trade adversely or 
favorably. 


8. Policing of American Waters 


The Coast Guard is the Federal police charged with enforcing Federal laws 
upon the water. It has the responsibility for enforcing all Federal laws in the 
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navigable waters of the United States, on the high seas, and on board any vessel 
subject to the jurisdiction of the United States. 

HDW : BB: meh 

9/29/41 


Mr. Sourwine. The next item, sir, is from book 452, pages 249 to 
279, and the date is October 20, 1941. 

This is a meeting in White’s office between American and British 
officials concerned with lend-lease to Great Britain. 

White describes the Treasury group of which he was the head as a 
court of appeals. The British officials present were Messrs. Phillips, 
Bewley, and Chance, the others being American officials. I will ask 
Mr. Mandel if he can identify them. 

We have here the roster of Treasury personnel as of this time. Mr. 
Mandel, this is 1941, October 20. Mr. Kades. 

Mr. Manpvet. Charles L. Kades, General Counsel, Treasury. 

Mr. Sourwine. Mr. Robertson. 

Mr. Manvet. Initials? 

Mr. Sourwine. I do not have the initials shown on this document. 

Mr. Manpet. There is a J. L. Robertson, Comptroller of Currency. 

Mr. Sourwine. Mr. Hicks. 

Mr. Manpeu. There is no Mr. Hicks in this directory. 

Mr Sourwine. Mr. Keyes. 

Mr. Manpvet. There is no Mr. Keyes in this directory. 

Mr. Sourwine. The tentative assumption, Mr. Chairman, is that 
those persons listed in the memorandum who are not found in the 
Treasury directory were representatives of the State Department. We 
will endeavor to check that. 

Mr. McElwayne. 

Mr. Manvet. There is no Mr. McElwayne. 

Mr. Sourwine. There is a Mr. Brown, and that name is so common 
we are unable to identify it. Mr. Coe. 

Senator Jounston. No initials to Brown? 

Mr. Sourwrne. No, sir. 

Mr. Manpet. V. Frank C oe, Monetary Research. 

Mr. Sourwine. This is the same Virginius Frank Coe who subse- 
quently took the fifth amendment before this committee. 

Miss Kistler. 

Mr. Manpex. Miss Thelma M. Kistler, Monetary Research. 

Mr. Sourwrne. Mr. Chairman, I offer this for the record, but with 
the explanation that the subject matter of this is not a matter of inquiry 
by this committee, and it is offered for the record because it shows as 
of this date, October 1941, just before we entered the war, Mr. White 
ata very high level operating in a role which involved the exercise 
of great disc retion. He was really swinging the powers of the Secre- 
tary in this conference. 

Senator Warxrys. Which way was he swinging it? 

Mr. Sourwine. Senator, that will emerge, I believe, more fully as 
we go on with these hearings. I would not want to express a judgment 
from a single document. 

The interesting thing about this document is that he was, as he said, 
regarding himself and the group which he headed as a court of appeal 
over lend-lease, which was actually not his duty and not-his responsi- 
bility, but the British representatives were meeting here with White 
and his group, and he told them that his group was to be sort of a court 
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of appeal. If they didn’t get what they wanted over with the lend- 
lease people, then they could come to him. 
Senator WeLker. Item No. 7 will be admitted as part of the record. 
(The document was marked “Exhibit No. 34” and is as follows:) 


Exursit No. 34 
OcrToserR 20, 1941, 12:00 m. 
Re Arp To BRITAIN 


(Conference held in Mr. White’s office) 


Present: Mr. Kades, Mr. Robertson, Mr. Hicks, Mr. Keyes, Mr. McElwayne, 
Mr. Brown, Mr. Coe, Miss Kistler, Mr. Phillips, Mr. Bewley, Mr. Chance. 

Wuite. Shall I mention something about the take-outs? We might discuss 
them first. The Secretary has sent a letter to Secretary Stimson which I think 
it is fair to say requires rather a definite and categorical answer. To my knowl- 
edge, the answer has not been received, which leads me to be a little bit hopeful, 
but until that answer is received, there isn’t anything that I can think of that 
Wwe can do or say with respect to those things that we raised with the Army. 

Brown. You are referring to the contracts which have been proposed to have 
the Army handle with their own funds? 

Wuirte. That is right. I am not referring to the tank take-out, which I thought 
you might suggest. 

Is there anything you want to ask or add about that particular matter? 

PHILLIPS. The tank take-outs? 

Wuire. No, I mean about 

PHILLIPS. No, except that recently there has been some tendency which I 
noticed on a requisition relating to the post contracts. I don’t know if there 
was anything done afterward. I just saw the other day a paper which had come 
back from one of those requisitions and from the Lease-Lend Administration to 
the effect that this appeared to be Lease-Lendable, but there is no money avail- 
able, and their tendencies seem to be to work in the direction now of maintaining 
that the power they have to enter into commitments must be so exercised that 
it isn’t exhausted before the twenty-eighth of February, if you know what I 
mean. 

They are working to a time limit as well as the other restrictions. However, 
we are taking it up. I merely mentioned it as a rather new side of the matter 
which has recenly come to attention. 

Brown. I think it is fair to say that it is entirely your choice as to whether 
you would prefer to have that taken or as to—and displace some other item which 
is on the program for the use of the appropriation. 

PuHILLIPs. Well, as I said, we are taking it up on Wednesday. 

Wuire. That is the thirty million dollars? 

Brown. Yes, sir. 

Waite. And I gathered from Mr. Brown that it was your next move. 

Puriuips. Yes, I merely mentioned it for now. 

WHITE. Does that cover all the take-outs? 

PHILLIPS. Unless someone else has some. 

Bewley, have you anything more? 

BEwLey. I would just like to ask. I think Mr. Robertson knows more than 
the rest of us how the facilities, take-outs, are getting along. 

Rosertson. The only thing I know, since the last meeting, is that I understand 
the Curtiss-Wright people, which is one of the plants that are definitely under 
consideration, came down and had a talk with Mr. Keyes last week with a view 
to getting their figures straightened out, and that the Defense Plant is also getting 
their figures out, so that that ought to move along fairly rapidly. Apparently 
there is something in that picture which is helpful, in that the Curtiss-Wright 
people have certain axes on their own hook to grind so that they are anxious to 
get this done so it is getting a little more push behind it than it would normally 
in the case of a contractor that didn’t care one way or the other. I think the 
main thing is to step up production as far as the Defense Plant is concerned. 
As it is now, there is that one case which has been going on. There is New 
Jersey Powder on which we submitted figures, but which we have had no word 
on. I don’t see why the—some pressure couldn’t be brought to bear on the 
Defense Plant to put four or five more of them in the mill so that they can be 
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handled along with these instead of waiting until these are completed before they 
take up another. 

Wuite. Well, Mr. Robertson, that point was raised by yourself and others last 
time, and at the last meeting I thought it would be opportune for Secretary Mor- 
genthau to add some pressure in that direction, but I think it is the feeling that 
if he waits until he gets this answer— 

BEWLEY. From Mr. Stimson? 

Wuirr. ... from Mr. Stimson, he can then move more effectively, whichever 
way the answer may come. I may say that we didn’t think the answer would 
be this long delayed, but again I repeat, I think the fact that it is delayed gives 
us a little bit more hope since you can say no— 

RoBERTSON. That is the answer on the forty-four million? 

WHite. And it—it is so much easier, quicker, to say no than it is to say yes. 
The longer it is delayed the more hopeful I am, but the moment an answer is 
received on that, he will get in touch with Mr. Jones. Your remark about the 
important thing being production, and so on, reminds me for no good reason 
whatsoever of a point that I would like to merely mention in passing. The other 
day I saw some movies, news events, and included in the news events, for the 
first time to my knowledge, but I don’t see so very many, so it may have occurred 
before, and what I have to say may not be very opportune, but it had pictures 
of the actual receipts of small arms ammunition, tanks, planes, and some food- 
stuffs in British harbors, and from the effect it had on me and from the effect 
it had on the audience, judging from the murmurs and applause, which I stayed 
through twice to check up on the second group, I think it is a very, very helpful 
thing to have more of them. There was tangible evidence of assistance in a way 
which I think gave the American people the feeling that something useful was 
being done, and I think they would be more apt to find less fault with the Lend- 
Lease program and give it more support if there could be more of that. I don’t 
know what the suggestion is worth, but probably you can pass it on to appropriate 
sources. I don’t know whether anyone else had similar experiences, but it struck 
me that way. 

PHILLIPS. Yes. 

White. The next—the first point on the agenda here then, if there is nothing 
further to say about take-outs, are the dominion and colonial Lend-Lease 
arrangements. 

PHILLIPS. Well, I put that down mainly because I want some advice on the 
matter. I thought you might think it over and let me know. When Mr. Keynes 
was over you remember we had lengthy discussions about Lease-Lend for the 
dominions and whereas no very precise formula was ever, I think, decreed, 
generally we were on the line that as far as possible we should put forward 
requirements for consideration under Lease-Lend on the basis that probably any- 
thing which was for direct war service would be covered, and as regards other 
things not directly required for the war, the kind of guiding principle we had was 
that if there was a civilian requirement, the absence of which would cause suffi- 
cient disturbance or confusion to the economy as to definitely injure the war 
effort of the dominion concerned, that also would be put forward for consideration. 

Now, I have been shown—I don’t know if Mr. Brown knows about it—I have 
been shown a list of rules which has been drawn up under which the Lease-Lend 
Administration is working. It came to me from one of the dominions. It seemed 
to me on the whole to depart rather substantially from the notion we had, and 
I am now thinking how we should bring it up here. Would you want to be 
troubled with a lot of individual requisitions, where we think the line followed 
has been perhaps too severe, or would you like a general note on the subject, or 
how would I bring it up? The fundamental difficulty, of course, I have with it 
and everyone else has, I suppose, is that when you look at a long list of rules 
drawn up on the basis of what the policy ought to be, it is not very enlightening 
unless you can translate them into figures. 

Brown. Well—— 

PHILLps. To translate them into figures is, of course, difficult. 

Brown. That is perfectly true, but the dominions have been asking us for 
some kind of a formula of the system of determining what they could submit 
under Lend-Lease with any reasonable chance of favorable action, and we have 
endeavored to formulate a list for tangible purposes rather than out of idleness 
because that is the only way in which you can make any kind of a workable 
standard. If there is a given item, we might gladly welcome it under Lend- 
Lease and also look at it with raised eyebrows if it were to be used for different 
purposes. 
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Now, our thought in putting forward that list was, it was the basis for dis- 
cussion, and that if it was considered too severe or too liberal that would be 
taken up with us and we would have a chance to talk it out with 

PHILLIPS. I don’t think I have ever seen it officially, Mr. Brown. 

Brown. It isn’t official. 

PHILLIPs. Or even semi-officially. 

Brown. It has been given to all the dominions. 

Wuirte. Mr. Close was—were you through? Excuse me. 

Brown. I can say I had imagined it would be satisfactory. 

Now, I would like to talk to you about it wherever you feel that it has de- 
parted from any understanding that had been arrived at, but I think that we are 
the people with whom it should be taken up; and, after all, the determination as 
to what the elegibility is under the Lend-Lease Act, that responsibility has been 
placed upon our Administration. 

Wuite. I was going to add something of that character that you have just 
said. I imagine that definitely in the first instance as in the final instance the 
decision as to what could appropriately come under Lend-Lease would be a de- 
cision for Lend-Lease and that they would be the ones, I think, to take it up. 

Such assistance as we could give here, it has been my thought, would be 
rather in the character of—shall I call it a sort of a court of second appeal. 
In other words, if you feel that there is something which needs either reexamina- 
tion or reappraisal from the point of view of strengthening your dollar posi- 
tion, then I think Mr. Brown would agree it would be quite appropriate to take 
up here, and I think that is what the Secretary likewise had in mind, and such 
discussion or further examination of the possibilities here may help to get what 
we all would like to see the British Treasury obtain; but, barring some specific 
matters, either in the way of categories or in the way of specific items which you 
feel might profitably be brought up here, I don’t think that we would do other 
than delay matters in bringing them up here rather than bringing them up with 
the Lend-Lease people, since they, in the final analysis, would have to pass judg- 
ment on it in any case. 

Furthermore, I thought the Secretary would like to have had, and he hasn’t 
spoken of this recently and I would want to clear with him again, somewhat the 
same arrangement with dominions in their requests and in their dollar position 
as with the U. K. 

Now, whether they would—the Secretary wants that through you (Phillips)— 
or whether they want to operate independently, I haven’t the slightest idea, be- 
cause I was under he impression probably that you would take care of that; but 
the South African Minister was in, as you know, Mr. Bewley, a few weeks ago. 

BEWLEY. That was on a very special case. 

Wuire, Yes. 

Brew ey. As far as I know, it was on the gold mine. 

Wuite. He talked about something else, some steel mills. 

Now, I didn’t know whether that was because you had preferred and they had 
preferred to take up their matters independently or whether it was merely 
related to the gold mining which was a special case which you spoke of, but let 
me put that caveat in. I will speak to the Secretary about it. In any case, I 
don’t think that he would wish to alter the suggestion which I have just made, 
namely, that we should take it up in the first instance with the Lend-Lease and 
with us only if you feel it would be fruitful to pursue it further here. How does 
that sound? . 

PHILLIPS. Well, the specific question I put to you was whether it was worth 
taking up on individual propositions or whether we should give you as well as 
we could a general view of the subject, which of course is 

Wuite. Are they mutually exclusive? Could you do the general and also 
bring the specific cases, because frequently the specific cases are cases which 
illustrate certain principles. I don’t want you to hesitate to bring any detail 
here if you feel it will be helpful. Our time is at your disposal in this matter. 
So whichever way you wish. I think that it might be helpful if we had a gen- 
eral statement in the form of a memorandum and also if you brought, certainly 
to begin with, specific cases. How does that sound? 

Pues. Yes, that sounds all right. 

Brown. Well, we have found that generally speaking it is a great deal easier 
to arrive at a conclusion in specific instances than in general principle. In fact, 
I take it that you (Phillips) have certain definite general comments about this 
list which you would like to raise, and I think it would be swell if you could 
let us know what they are and we could talk about them. We may find that we 
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have to get down to specific instances to discuss the matter, but I would simply 
like to know what you have in mind. 

PHILLIPS. I told you what I have in mind, Mr. Brown. Unfortunately, it is 
something you can’t, I am afraid, help me very much on at the moment. I am 
not interested to dispute policy points except so far as they do have an effect on 
figures. I am a little frightened of it for the reason that it seems to me clearly 
with the shipping difficulties all over the world, we are forcing the dominions 
more and more to North America as a source of materials and exports. 

Wuite. As a source of exports from the dominions? 

PHILLIPS. Well, whenever they want anything in the way of steel and textiles 
and so forth, the shipping difficulties are now getting so great that Australia or 
New Zealand, for instance, get them from North America. 

Wuite. I see, exports from U. K. 

PHILLIPS. You see, it affects the sterling balance—the balance of the payments 
of the sterling bulk both ways. If you have got shipping difficulty, then the met- 
allurgicals and textiles from the dominions are fetched from North America, and 
contrariwise, the food and raw materials that are used to pay for those things, 
also go that way. The effect on the balance figures is rather severe. 

Wuirte. I raised the question only because I thought for a moment you were 
referring to exports from those areas, not from U. K., and I didn’t know but I 
hesitated to think that that was the province for the moment of the Lend-Lease, 
but it might rather be in their general discussion of that new inter-departmental 
committee. 

Did you (Hicks) ask Mr. Kades to come? 

Hicks. Yes, but he is unable to come as yet. 

WuitTeE. Then let’s skip item two. Item three, gold mines. There has been a 
memorandum presented for consideration by the Treasury, within the Treasury, 
based on memoranda which you (Phillips) have submitted and which the South 
African Minister submitted. I had expected that there would be some decision 
on that memorandum made by this time, but it hasn’t been. You (Coe) didn’t 
hear anything about it on Saturday, did you? 

Cor. No. 

Wuirte. So that unless there is something you wish to add, I don’t think there 
is anything we can do until there is that decision made. The points have been 
specifically raised, the pros and cons have been stated, and it is now ready for 
discussion. Some of the Treasury men have gone over it. There hasn’t yet been 
a general discussion on the matter. 

PHILLIPS. Have you heard anything from Canada on the subject? 

Wuire. We didn’t hear anything here from Canada but in the Joint Economie 
Canadian and United States Committee, of which I happen to be a member, there 
Was some discussion bothat earlier meetings and there was at the last meeting 
in New York, which I attended. 

The discussions in the earlier meetings had been raised by some of the Ameri- 
can members who seemed to wish to explore the desirability of diverting labor 
and capital from gold mining into war industries with a view to increasing pro- 
duction of such industries as might be able to use that labor and capital at the 
expense of gold production. That was only very tentatively raised. I was in 
sympathy only with a possible exploration, nothing more than that. 

The question was again raised at the last meeting and at the last meeting there 
was some discussion based on a part of a report which was turned in which 
seemed to presuppose the desirability of such shift. I rather objected to that 
presupposition on the grounds that before any such implication should be ac- 
cepted that there must be an examination of that problem from the monetary 
point of view and a lot of other angles, and there is going to be a preliminary 
report based on that, so to date there have merely been those questions raised, 
and there has been no either tentative decision or commitment of any character 
by the American Committee. 

The Canadian Committee, as you may well presume, took no active part in it, 
They seemed to be tentatively sympathetic toward the general idea that gold 
mining should not attract labor and capital necessary in other industries but the 
discussion was left at some such vague generalizations. It is not disposed of. It 
is merely being further examined, but we have heard nothing, to my knowledge, 
direct from the Canadian Government here. 

Puuuips. Of course, it has got enormous ramifications. We are getting it now 
in connection with glycerine, which is apparently desparately short and which 
is, of course, needed for industrial explosives. 
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Wuire. You mean the use of glycerine in gold mining? 

Pures. Yes. 

Wuire. It works in the other direction. The more gold mining, the less glyc- 
erine. They are available for other purposes. That is one of the pros and cons. 

Frank, I think you commented on that item, too, that the glycerine industry 
in South Africa was dependent upon gold mining. 

Hicks. The entire explosives industry. 

WuHirte. Was dependent on gold mining. The implications seemed to be that 
one of the desirable features of additional gold mining was to maintain the pow- 
der industry, which may well be true in the judgment of the economy of South 
Africa, but it seems to support the point you make. 

Puiiuies. The point I was making was rather more direct than that, namely, 
that they must have explosives to get their gold and if the supply of glycerine is 
short or is shot [sic] off in the gold mines, then the output of gold will fall off 
very heavily. 

Wuirte. Oh, I didn’t understand. 

PuHiLiips. Whereas glycerine was used both for industrial and explosives 
and 

Wuire. Is there some question of the allocation of the glycerine? 

PuHitires. Very much so. We have had to divert to South Africa some of our 
own supplies of glycerine. 

Wuirte. That has not come to us and was not—at least, it wasn’t clear to me 
from the reading of that memorandum. Was it clear to you? 

Cor. No. 

Hicks. Nothing said about glycerine. 

PuItuies. I think someone should sit down and study how the output of glyc- 
erine should be increased. 

Wuire. You are raising a somewhat different question, Sir Frederick, and 
that is that the maintenance of glycerine for gold production is such that it 
would be necessary to add to the methods of maintaining the supply of glycerine. 
Is that a matter that falls within priorities first? In other words, the demand 
for additional glycerine would either come before priorities or the Lend-Lease. 

Brown. It doesn’t come to us at all. 

PHILLIPS. I don’t think it is a Lease-Lend matter at this time. 

Wuirte. Then the way in which it would come to us would be that the special 
nature of the use of that glycerine would not be a direct military consideration 
but rather a monetary consideration. 

Pures. That is right. 

Wuire. Could it be brought before our attention that way in some sort of 
memorandum, because it hasn’t been. 

PHILLIPS. Well, sir, it isn’t desperate and pressing at the moment but one fore- 
sees about February it is going to be a bad situation. 

Wuire. Well, you know how slowly things move here so that we can anticipate 
those things if you send us a memorandum. Is there anything further on gold 
wining? 

Puiturps. No. I haven’t seen what case the South African Minister put up 
but of course, as far as they are concerned it is not merely the monetary ques- 
tion. More than the monetary question is the fact that a third of their revenue 
is got directly from the gold mines and probably a great deal more indirectly, 
and they are not very happily placed with regard to this mining industry. The 
mining industry tends to be a problem as far as the South African Government 
is concerned. I should think there are strong political grounds as well as mone- 
tary grounds. 

Wuirte. The economic grounds, the importance of gold mining to their economy, 
I think, was stressed fairly strongly in Mr. Close’s memorandum. The political 
grounds were merely hinted at. But I do think that a memorandum bearing on 
that, an informal note, from somebody in your shop who is familiar with it, 
might be sent. I can see his reluctance to put—I mean, I can understand a re- 
luctance to put anything of that kind in his note, possibly, but if we could have 
a little more, because I don’t think there is anybody here that is familiar enough 
with it to do justice to the subject. 

PHILitrs. Yes. 

White. The next item is Russia. Did you have some specific questions in 
mind there? 

Puituies. No, just that I am so vague in what form assistance is going from 
the U. 8S. A. to Russia, for instance, as regards sugar. I haven't heard anything 
about the decision to send sugar to Russia, 
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Wuure. Well, insofar as the financing arrangements are concerned, I think 
we have kept you informed. There is nothing, to my knowledge, that is not 
already in your possession. Insofar as Lend-Lease, if there is anything to be 
said, and I don’t think there is at the moment— 

Brown. Nothing is going on. 

Wuirr. So far as specific commodities are concerned, I don’t know anything 
that has come to our attention. 

Brown. I can very easily find out how much sugar has been sent to Russia. 

PHILLIPS. I am interested in knowing where the sugar is going from. For 
instance, all I know about the agreement is that there is a certain amount of 
sugar named as going to Russia upon the Russian request for so much and the 
general suggestion was that it be supplied by the United States and the United 
Kingdom. AlJso it was mentioned that there was an abundance of sugar in the 
Philippines and Java. Of course, in our financial position it makes all the differ- 
ence in the world where the sugar goes. If part of it comes from the dollar area 
and part from the sterling area, how is that responsibility divided up? 

Wurrte. So far I gather, if the sugar is being sent or is about to be sent, I 
presume that they are paying cash for it. 

Puinurpes. I wasn’t worrying about that. I was worrying whether if we have 
to send sugar we can get enough from Java or the British Dominions to obviate 
the expenditures of dollars. 

Wuire. Then the next question is, if they are going to pay dollars, should 
there be some consideration given to the possibility of paying dollars to the ster- 
ling area rather than to some area where it may not be as necessary. 

Pures. Yes, so far as we have to buy dollar sugar, so far as we can get 
it from Java or India, you see, and send it up to Vladivostok, that is all right. 
That is sterling and we needn’t worry about it. But when it is a question of 
getting sugar from Cuba or something of that kind, it is a very different matter. 

Brown. You mean it is a question of whether the British are going to buy 
sugar and give it to the Russians, is that the point? 

PHILLIPs. Yes. 

Mr. Wuire. Oh. 

sROWN. Well, the only point that we would have in it would be the stuff that 
the Russians have been buying from us. 

PuHiures. Yes. Then I want the Russians to get all their dollars from you, 
to make the point as consistently as possible. 

Brown. Surely. 

PHILuiPs. But I am not sure that is happening. It seems the things are mov- 
ing the other way around. I was wondering who was in charge of that business 
on Russia. 

sROWN. YOu mean you thought they were buying their sugar from you from 
sterling which you in turn had procured through spending dollars? 

PHILLIPs. Well, they are going to get some sugar from us, and I want to see if 
possible that the sugar they get from us is stuff we buy in sterling. 

Waite. Isn’t that decision made wholly in England, where you get your sugar? 

Bew.Ley. It depends on where the sugar goes into Russia. 

If it goes into Vladivostok you can buy it in Java and send it there. 

Wuirte. If you are supplying the sugar, do I understand it correctly when I say 
that is a decision that you make as to the source of that sugar? 

Bew ey. No. If some of the sugar has to go—any sugar we buy, we have to 
replace from Cuba. 

Wuirte. In other words, if there are certain sugars you have to get and you 
have to get it from Cuba, you have to pay dollars. Then your suggestion is that 
it may be possible that if sugar has to be provided in dollars it oughtn’t to be 
England providing it, but the United States. 

PHILLIPs. Yes. 

Waite. I should think that would come from you. 

Brown. Lord Beaverbrook certainly knows. 

Cor. I think that is the point, isn’t it, that the agreement isn’t specific enough 
to take care of all the factors. 

WHITE. Why do we come in to that picture? 

Cor. We presumably come in in having an interest that they shouldn’t spend 
dollars. 

Wuire. I can see where our interest is, but what is the procedure? I should 
think it would come to us only if you raise it with us that you have to buy sugar 
for Russia and that Russia wants the sugar imported through such channels as 
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make it necessary for you to spend dollars, and can’t it be handled some other 
way? 

Brown. There must be somebody in the British organization who is handling 
the amount of sugar which is being provided by the British and I should think 
he would be the fellow to ask. 

KIsTLer. Surely. Also someone who knows—— 

PHILLIPS. But I want to know, if there is in the agreement the statement that 
certain sugar will be provided, either by the United States or the United Kingdom, 
who is the man in the United States who is looking out for that? 

Brown. That I can find out. 

WHITE. In what agreement is this? 

Cor. The Moscow Agreement. 

Brown. I can find out for you very easily. 

PHILLIPS. It seems it would be the Lend-Lease organization. 

Brown. It would be somebody that is very close to the Lend-Lease admin- 
istration. 

PHILLIPS. Well, we might have a little talk afterward. 

Brown. I will find that out. 

Waite. If it isn’t a question of coming under Lend-Lease funds—— 

Brown. No, but there is a group of people that are over in our office who are 
pretty familiar with the details of all the Russian transactions, and I can see 
that they get in touch with Sir Frederick and either tell him they don’t know, 
or—— 

PHILLIps. I raise it because what is actually happening at the moment, only 
on a small scale at present, is that sugar is actually going from the U. K. to Russia, 
and it is being replaced by Cuban sugar. 

WHIrTeE. Supposing the information is completely available, made available to 
Sir Frederick through the persons whom you presume are already familiar with 
it. That still leaves another important question which Sir Frederick is raising 
as to who will help to make a decision on that point as to whether the Russians 
are required to spend their dollars—— 

Brown. It may not be necessary. Maybe they can work it out with Sir Fred- 
erick directly without bothering the Treasury about it. 

Wuite. I don’t see how anybody—what sort of authority would make a deci- 
sion that the Russians spend part of the dollars which they are raising in the 
way in which they are raising it for sugar or whether the British spend part 
of their dollars and therefore weaken their position. What I am getting at is 
that it seems to me to be a question which would lie peculiarly within the province 
of the Secretary of the Treasury until the Lend-Lease—and if the Lend-Lease—— 

Brown. There is a certain group of people in this country who are helping the 
Russians to get what they require, and are taking care of all their arrangements 
for them and generally organizing their purchasing of supplies, and so forth, and 
I should think those would be the people who, in the first instance, can be the 
ones to help you. 

(Mr. Kades entered the conference. ) 

PHILLIPS. We will see how far we can get with them. 

Brown. I will find out for you. 

Wuirs. If it is a substantial sum, I still think it might well be something in 
which a decision might have to be made, and that it is outside the Lend-Lease. 

Brown. My only thought is that it might not be necessary to bother you at all. 

Waite. Right. 

Bewtey. Might I raise a more general point on that? As far as I know, Mr. 
Jones has advanced thirty millions. Is that the total amount in fact at the dis- 
posal of Russia? 

Wutre. Another little bit more. Thirty and part of the ten that remains 
unpaid. 

BEWLEY. Yes. 

Wuirte. About thirty-five. 

BEwtey. That is presumably small, compared to the total amount they need? 

Wuire. It is very small, compared to the total amount they will need. I think 
it is adequate, compared to the amount they need——— 

BEWLEY. Immediately. 

Whiter. ... as of today, an it may not continue to be that way by the end 
of the week. But it was my understanding that that last thirty covered things 
that were immediately in sight for them to purchase. But I imagine the ques- 
tion will be reopened very quickly as to how additional funds can be obtained. 


82918—55—pt. 29 4 
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Chuck, we skipped the item, withholding tax, waiting for you to come. 

KapEs. Iam sorry I was late. I had another conference. 

Wuire. It is all right. It was explained. Sir Frederick may have some ques- 
tions he may want to raise on that. 

PHILLIPS. Well, we have understood that the withholding tax was recently 
increased. 

Kapves. I think it is up around twenty-seven. 

Puituies, That rather put us on the inquiry and the question I was going 
to raise this morning, again asking for advice, we have pledged to this loan 
from Mr. Jesse Jones certain securities, market securities and others, which we 
have vested in the British Government, and therefore which is Government 
property and escape the tax. The income from those securities goes to the 
Reconstruction Finance Corporation against the loan. But also we have cer- 
tain securities, meaning the property of British citizens, which are not vested in 
the British Government, but by agreement with Mr. Jones are borrowed by 
the British Government and pledged, and all the income from those borrowed 
securities, withholding tax at the now higher rate is being charged. The first 
question is this: Has the U. 8S. Treasury any legal power by which it could 
waive the withholding tax in such cases, on the grounds broadly that while 
those securities happen to be borrowed rather than vested, they are in fact 
the property of the British Government because they will have to call them 
up in event of default, and the income is going in fact to repay this loan to the 
Reconstruction Finance Corporation. That is the point. 

Kanes. I don’t like to give a curbstone opinion on such an important point, 
but my impression would be that we have no authority, because the only amend- 
ment that went into effect this year, as I recall, was the shifting of the— 
increasing of the rate. There was no subsequent change in the law, but I would 
be glad to look into it. 

Wuire. I was wondering whether that might not be helpful, if you could 
just present a small note setting out the case, so Mr. Kades would have some- 
thing formal to work on, and then let him take that up in the legal division 
and see what can be done with it. 

PHILLIPS. I am merely asking for advice. 

Kapes. Surely, I know. Have we already ruled that the withholding tax 
need not be paid on the securities pledged with the RFC? 

Wuirte. Yes. 

Kapes. Not because they are pledged, but because you have invested them——— 

PHILLIPS. Because they are owned by our Government. 

Kapes. The pledge is immaterial, as I see it. It is the fact that it was vested 
in the British Government. 

PHILLIPs. That is right. 

KapEs. These securities you are speaking of now, the title to them has not been 
taken into the British Government by vesting orders, is that correct? 

PHILLIPS. We have the legislation which would enable us to take title at any 
moment. But actually we have not taken title. 

Wuirte. There is a contingent liability there. Presumably in case of default 
the RFC would—I suppose title would pass to them, but it would have to pass 
through the British Government. I think that is the point. 

Puitiipes. Yes. Also, of course, I don’t know anything that can be done on 
this, but assuming you did do something on it, I suspect all you could do would 
be—what you could do, I take it, would be possibly to repay any withholding tax 
you would collect to Jesse Jones. 

Wuire. On account of what? 

PHILLIPS. On account of the interest payment on this loan. You see, we had 
made arrangements—we have made our arrangements with the RFC on the basis 
that certain income will be forthcoming, which will suffice to pay off the loan, and 
the effect of raising the withholding tax on these securities is to lessen the 
income. 

White. In other words, that would be equivalent to turning over the witb- 
holding tax to the British Government instead of the British holder. 

PHILLIPS. In order to pay off that loan. 

IXapDEs. I will be glad to look into it. 

WuirtTe. And you will see that he gets his note? 

PHILLIPs. Yes. 


Wuire. Item five raises a question of base costs in Iceland. I didn’t know 
there was anything—— 
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Bew trey. I think the story on that is, it was discussed several times at this 
committee in the past and from the minutes it appears at the last meeting that 
it was discussed, and the Secretary signified that this was taken over by Lease- 
Lend. We have heard nothing more about it for some time, and now I under- 
stand from the Lease-Lend office that it is not in their province. I wanted to 
explore the proposition and find what the position really was. As far as I know 
the money is being spent for American workmen in Iceland. 

Brown. Yes. A great deal of it has already been spent, as I understand it. 

BEWLEY. Well, that is not in agreement with the information I had. They 
tola me that a check of two and a half millions had been given to the Navy De- 
partment, but that none of it had actually been spent yet. Some of it is handed 
over and held by the contractors, and some of it is in the bank. That is the 
story as I am told. 

Brown. I understood that a considerable amount had already been spent. 

BEWwLEY. But is that the governing 

Brown. That is just one of the factors. It is, frankly, not entirely clear as to 
why they felt it couldn’t be done, but it is a perfectly legal thing. I will just 
have to find out for you and I will give you a ring. 

Rosertson. The original theory was that it was just to be labor costs. That 
was how it originally came up, that it was going to be labor costs paid that way, 
and at that time it was decided that labor costs could be Lend-Leased, as dis- 
tinct from materials which would then be taken over-—— 

BEWLEY. Later on I think it was decided that as the United States was prac- 
tically taking over Iceland, that this was labor on an American project. 

Brown. No, I am afraid I just don’t have the answer right at my finger tips. 

White. Is it something that you will find out? 

Brown. I will do it and call Mr. Bewley this afternoon. 

White. You will get in touch with Mr. Bewley? 

Brown. Yes. 

Wuite. The remaining item, film settlement in London. You had mentioned 
something like that a couple of months ago. 

PHILuips. I just wanted to say, as you will probably recall, the dollar obli- 
gations we have undertaken, that under the instructions of the President and 
Mr. Cordell Hull, the U. S. Ambassador in London has discussed at length with 
the Chancellor of the Exchequer the position of the U. S. film companies 
and I understand they have reached an agreement, or are at the point of reach- 
ing an agreement which would be to this effect. Up to the present these com- 
panies have been required to keep part of their earnings in blocked sterling, 
so that they only permit so much in dollars. The Chancellor has agreed to re- 
lease fifty percent of the sterling blocked so far in two installments, and he has 
also laid down a fresh rule for future years. The funds involved might well 
exceed five million pounds a year, which is about twenty million dollars. Broadly 
speaking, it is the same kind of an arrangement as has been made in previous 
years, but on the whole more generous to the companies. 

Wuirte. Their total blocked sterling was the result of a prior arrangement, 
was it not? Then in effect this is an ex post facto—this releases something which 
you already agreed would be blocked? 

PHILLIPS. It is rather complicated, but I might say the general idea is that, 
looking to postwar developments and so on, we don’t think ourselves we can very 
well block sterling belonging to these companies to an extent possibly of fifteen 
million pounds, so this arrangement that looks complicated will probably result 
in more sterling, getting up in the next two years to fifteen million pounds. 

Wuitre. How much does this release of blocked sterling involve? 

PHILLIPS. About four million pounds in two instalments. 

Wuite. Over a period of how long? 

PHILLIPS. Six months. 

Wuirte. Four million pounds? 

PHILLIPS. Yes. 

Cor. So you would give them four million and then give them five million 
during the next year? 

PHILLIPS. About that much, which is an improvement for them over last year’s 
arrangement, but not on the whole—it is rather an amendment of the previous 
ruling, and something entirely new. 

Wuite. Do they have any substantial sterling expenditures in London? 


a Oh, yes, of course. We are trying to persuade them to spend more 
sterling. 
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White. Despite those expenditures, their balances have accumulated to that 
amount? 

PHILLIPS. They are making far too much money. Every other kind of pastime 
has been knocked out, and no one has anything else to spend money on, and the 
receipts of moving picture companies have gone up tremendously. That is a thing 
to be dealt with, however, by taxation. 

Wuirte. Is there any significant increase in the earnings of British film com- 
panies here? I seem to see more British pictures around. I don’t know how 
general it is. 

PHILLIPS. Yes. It doesn’t come to very much in total money. I expect the 
proportion of increase is pretty substantial. Actually, your taxation is fairly 
heavy on British films, eighteen percent or something like that. 

Wuite. Then I gather there is nothing that you 

PuHILuies. No, I simply mentioned it because this will be the cause of some 
increase in our dollar expenditures next year. 

Wuite. How much of an increase is that over what you had anticipated 
formerly? 

PHILLIPS. I haven’t got the final settlement yet, so I can’t give you much of 
a figure. It can’t be more than between ten and fifteen million dollars. 

Wuirte. A year? 

Puiturps. Yes. Do you think it is more than that? 

BEWLEY. I thought I had seen a figure of twenty-four. 

PHILLIPS. Well, that could only be if in fact 

BEWLEY. It depends on a good many other factors. 

PHILLIPS. You mean the increase? 

BEWLEY. I thought I had seen that. 

PHILLIPS. Anyhow, you shall have the figures as soon as we have the details 
of the funds. 

Wuire. That is all there is on the agenda. Is there anything, Mr. Brown, that 
you want to raise? 

Brown. No, sir. 

Keyes. I would like to submit these sheets. 

Wuite. That will be the last item. Is there anything that we have, Frank? 

Cor. No. We have an export complaint. Whom should we route those 
things to? 

Brown. Send those over to Stettinius. If it is a complaint on the export of 
Lend-Lease goods, send it to him. 

Wuirte. Are there any items here that you want to discuss? 

PHILLIPS. Well, there were two which we had some question on. 

Wuirte. Do they raise any question of principle which involves additional 
items? 

PHILLIPS. Two hundred ninety-six and three hundred and six, wasn’t it? The 
last one was very trifling. 

BEew.Ley. One was gasoline for the manufacture of bicycles in Australia. Of 
course gasoline would be saved, that is the point. 

Brown. It is for the manufacture of bicycles and maintenance. We didn’t 
think it was essential to war equipment. 

BEwLEY. I don’t want to press it, but the point of both of them is to save gaso- 
line. That is the purpose of it. I don’t think it is worth pressing. 

White. You are not precluding re-examination of that, should a larger amount 
come along on the same basis, Brown, is that right? 

Brown. No. We would much rather not provide bicycles if we can help it. 

PHILLIPS. Even when they are saving a lot of petrol? 

Brown. That is very logical, sir, but it is sometimes hard to explain to an 
unfriendly critic, and unless there is an awful lot involved, we would rather 
duck that one. 

(Discussion off the record.) 

Wuirte. I presume that if a similar amount is— 

Brown. Oh, surely. None of these things are to be considered binding. We 
would like to be free to change our minds, and would like to have you feel free 
to ask us to. 

Wuirer. All right. As soon as I hear any word from the Secretary on Secre- 
tary Stimson’s reply, I will get in touch with you. All right, gentlemen. 


Mr. Sourwine. The next document, Mr. Chairman, is from book 
455, pages 89 to 100, and the date is October 28, 1941. 
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This is a memorandum by Harry Dexter White on the British dollar 
position, memorandum from White to Morgenthau. There are some 
interesting figures in here, although of course 1941 is a long while ago, 
and the interest in figures is historical. 

Another thing which is quite interesting, this memorandum makes 
it fairly clear that the common misconception that White was pro- 
British is in fact a misconception. This document shows White clearly 
as having no pro-British bias. On the contrary, he was rather anti- 
British. 

Senator Wetxker. Item No. 8 will be admitted. 

(The document was marked “Exhibit No. 35” and is as follows:) 


ExuiBit No. 35 
TREASURY DEPARTMENT 


INTER OFFICE COMMUNICATION 
OcrToBEeR 28, 1941. 
To: Secretary Morgenthau. 
From: Mr. White. 
Subject: British Dollar Position. 


There are appended three memoranda which together present a picture of the 
British dollar position now and through September 1942, and a statement of the 
origin and present status of your commitment to provide dollar relief for the 
British Treasury. 


I. THE ORIGIN OF THE SECRETARY’S COMMITMENT TO PROVIDE $300 TO $400 MILLION 
OF RELIEF 


The first memorandum explains that the Secretary’s commitment originally was 
not a promise for any given amount of relief, but was, rather, a promise not to 
hold the British to cash payments for those plant and supply contracts that the 
Army or the R. F. C. would agree to take over. The $300 to $400 million figure 
was a mistaken estimate of the amount of relief that the Army was considering. 
Since the March 19 meeting, however, the British have stated the commitment to 
be for an amount of $300 to $400 million, and the Treasury has tacitly acquiesced 
in that interpretation. 


Il. STATUS OF PROJECTS FOR DOLLAR RELIEF TO THE BRITISH TREASURY 


The second memorandum outlines the projects that have been proposed for 
providing dollar relief to meet the Secretary’s commitment, and shows the present 
status of these projects. The total dollar relief now certain or virtually certain 
to be received by the British from the transfer of plant and supply contracts is 
$195 million. An additional $31 million may be obtained from the transfer of 
some six more plant facilities, but practically all of the other projects, including 
the supply contract transfers, are about to be abandoned. The expected letter 
from Secretary Stimson should settle the supply contract transfers. 

Dollar relief of a different type than that contemplated in the original commit- 
ment, however, has been provided in large amounts. 

The extension of Lend-Lease to cover United Kingdom and Dominion purchases 
of many non-military supplies is estimated by the British to relieve them of $400 
million per year of payments that they had expected in March to have to meet 
from their own resources. Similarly, the British have been or probably will be, 
relieved of $100 million per year of other payments for shipping services, taxes, 
ferrying airplanes, and Norwegian shipping charters, all of which they had ex- 
pected in March to have to meet from their own resources. 

But the British have not been willing to agree that the assumption of these 
items, for which they had expected to pay dollars, could appropriately be counted 
toward meeting the $300 to $400 commitment. 


Ill. THE BRITISH DOLLAR POSITION FROM JANUARY 1, 1941, TO THE PRESENT, AND 
PROSPECTIVE DOLLAR POSITION ON MARCH 1, 1942 AND SEPTEMBER 1, 1942 


The third memorandum reviews the British dollar position from January 1, 
1941 to September 1, 1941, and estimates the position through September 1, 1942. 
On the basis of British estimates of their balance of payments it is roughly esti- 
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mated that the gold and dollar balances of the United Kingdom in September 
1942 will be about $580 million. In addition to this, however, the British will 
receive at least $60 million more gold than they had anticipated through a recent 
arrangement with the Government of South Africa, under the terms of which 
the South African Reserve Bank will use some of its excess gold reserves to 
repatriate South African securities. 

By September 1942 there will remain $185 million due on B. P. M. contracts, 
the ultimate payment of $89 million of which (mostly French reimbursement) is 
doubtful. 

On the same date the British will have the following assets, in addition to their 
$640 million gold and dollar balance: 

Million 

(1) DU. 8 rece. =. io ccs cee beeen ho ene eee $165 
(2) U. S. securities and direct investments lodged with the R. F. C. as 
excess collateral ($700 million lodged less $425 million received on 
loan). What the loanable or saleable value of this excess collateral 

will prove to be 1s ORROII. sp cca cmes end ge cdi cc eaeaenn (?) 
(3) Trust funds which the British say are not available owing to our 
trust laws, but which our legal staff would have to examine individ- 

ually before a definite decision on their availability could be made_. 290 


(4) Private dollar balances which the British claim to be unavailable___._ 300 

(5) United Kingdom foreign investments outside of the United States_._._._- (7?) 

(6) Gold and foreign investments of British Empire countries other than 
ee Be ae | eee eS eee en eee (?) 


Your commitment to provide dollar relief to the British Treasury was made 
for the reason that at that time the British balances were low and it appeared 
that the British prospects of gold and dollar receipts were insufficient to meet 
their obligations and at the same time accumulate a gold and dollar balance 
adequate for advance planning by the United Kingdom Government. The gold 
and dollar balance deemed by the British to be the minimum necessary for that 
purpose was $600 million. Since the passage of the Lend-Lease Act the British 
have succeeded in finding sufficient funds to meet all their dollar obligations 
and to begin the accumulation of a gold and dollar balance that will total almost 
$650 million by September 1942, and that will increase steadily thereafter. 


MEMORANDUM I 


APPARENT ORIGIN OF YOUR COMMITMENT TO PROVIDE $300 TO $400 MILLION OF RELIEF 
FOR THE BRITISH TREASURY 


The first intimation of a commitment made directly to the British to refund 
to them some of the advance payments they had made on plants and defense 
orders, and to relieve them of some of their commitments made before March 11 
was given, so far as your records show, at the meeting in your office on March 
19, 1941.4 The exact wording of this commitment is important because it indi- 
cates clearly that when you mentioned to the British the figure of $300 to $400 
million for the first time, so far as the records show, you were relying on Mr. 
Bell’s statement that $400 million was the figure that the War Department stated 
in their letter to you as the amount of relief that the Army and the R. F. C. 
could provide to the British. You had not yet read the letter since it arrived 
the day before the meeting, and was addressed to Mr. Bell. Furthermore, your 
statement of the commitment at that meeting was not in terms of an amount of 
money, but in qualitative terms of what the Army and the R. F. C. could do. 

The following excerpts from the stenotyped record of that meeting are the 
pertinent phrases: You referred to the testimony given by Mr. Smith to the 
Congressional Committee as being incorrect because, you say, Mr. Smith did 
not qualify the statement he made to the Committee that the British would pay 
for all outstanding contracts from the proceeds of the sale of their investments 
in the United States. 


1The only other origins of the commitment that appear possible are: (1) that it was 
made to assure the British of the dollar exchange necessary to make purchases averaging 
about $35 million per week for the ten-week interim between the Lend-Lease hearings and 
the passage of the Act, or (2) that it was made at your press conference of March 13 
when you stated that 25 percent of outstanding British contracts might be taken over—25 


peer of $1.3 billion outstanding on January 1 makes $350 million dollars, as one reporter 
noticed, 
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“Secretary MorGENTHAU. Less—now this is where the testimony is incorrect— 
less what the Army and the R. F. C. would take over of contracts which, accord- 
ing to their letter, now is how much Dan? 

“Mr. BELL. Well, potentially, $400 million. 

“Secretary MORGENTHAU. Let’s say between $300 to $400 million. 

“Mr. CocHRAN. I think that is a little high because that includes some con- 
tracts for which the British are not yet committed.” 

A careful examination of the letter referred to from Mr. McCloy to Mr. Bell 
shows that the amount of “relief” that they said they could take over was $427 
million; but $342 million of that $427 million was not relief in the sense in which 
the term was being used at the conference and later. The $342 million consisted 
of goods and plants that were on the British list of needs, but for which they 
had made no commitments and no advance payments. In other words, Mr. Bell 
misunderstood the letter (which he had not had time to read carefully inasmuch 
as it had just been handed to him) and gave the figure of $427 million when the 
figure he would have given, had he had time to examine the letter carefully, was 
$87 million. This $87 million of relief from then existing British commitments 
which the Army had promised in that letter to take care of with the assistance 
of the RFC, has already been taken care of. 

“Secretary MorGENTHAU. Let’s put it this way. Less what the Army and 
RFC could take over, the Army taking over contracts where you have a down 
payment on the order, and the RFC taking over those contracts where you have 
investments in plants. Is that correct? Well anyway, that is my understanding 
with the President.” 

If the Army were to take over all the contracts on which the British had down 
payments, the sum of total commitments that the Army would take over would 
amount to over a billion dollars. It would include all contracts, inasmuch as 
they all involved some down payment. Therefore, the reasonable interpretation 
of the last remark quoted above is that you referred to those contracts which 
the Army felt it could take over, namely, the $87 million referred to above. 

From that moment on, the British always referred to your commitment that 
you would take them out of the $300 to $400 million, and you have acquiesced in 
that interpretation, although in fact it appears from the record that you originally 
never made such a commitment—at least not to the British. 


2364 INTERLOCKING SUBVERSION IN GOVERNMENT 


MEMORANDUM II 


STATUS OF PROJECTS FOR DOLLAR RELIEF TO THE BRITISH TREASURY 
[All figures in millions of dollars} 
Certain or 


Possible or 
— Probable Unlikely 





Plant transfers: 
Tennessee Powder 

(This transfer was completed some time ago and the $21 

has already been received by the British.) 
4 Machine Gun Plants.___-. 

(Negotiations for these plants were completed some time 
ago and $3 has already been received. No difficulty is ex- | 
pected in recovering the remainder.) 

{1 Other Plants costing $79___-___-- 

2 The army has recently certified these ‘plants | to the 

mae C. and the remaining difficulties are administrative | 
only.) 

6 Additional Plants costing $31- Rit 

(This list of plants suitable for transfer was submitted last 
month. No action has yet been taken upon them, although | 
ultimate recovery of some portion of the $31 is probable.) 

Supply Contract Transfers: 
4 Machine Gun Contracts. ----- | 

(The British have rec eived $5. 4 on these contracts, and no 
difficulty is expected in recovering the remainder.) 

Contracts placed prior to March 11th: 
Ships. . -| 
(T he Maritime Commission has refused to take over 
these ships on the ground that they are coal burners for 
which, they say, there is no place in the American Mer- | 
chant Marine.) 
Airplane Engines 
(The original amount of transfers requested in this 
category was $250. On the ground that no army funds 
were available, the program was reduced to $40. The 
Army has now reported there are no funds available to 
take over the $40.) | 
Tanks and Tank Engines 
(The army has also reported that no funds are avail- 
able for these contracts.) 
Contracts placed since March 11th for Naval items 
(It was said in September that no Lend-Lease funds are avail- 
able for the takeover of this contract. The contract is eligible 
for Lend-Lease takeover, however, and funds may yet be found 
in the new appropriation.) 
Contracts placed since March 11th for ordnance items | 
(Including letters of intention not considered commitments.) 
(It is not yet decided whether Lend-Lease funds are to be 
available for this item.) , 
Contracts and amendments since March 11th for aircraft items 
(The principal difficulty with this item is that the contracts 
are largely amendments, changes in design, etc., involving 
administrative difficulties.) 
Cancellation (in effect transfer) of Vultee contract | 
(This item has been agreed upon and the British expected to 
receive the money daily.) 
Cancellation (in effect transfer) of Remington Rifle contract 
rf Agreement on this item is expected to be reached very 
shortly.) 
Cancellation (in effect transfer) of Savage Rifle contract 
(This item is also expected to be approved shortly.) 


Total 























Total dollar relief certain, or almost certain, to be received by the British is 
$195 million. To this may be added a further $31 million from the transfer of 
additional plant facilities. But the total of these two items, $226 million, is all 
that seems at this date to be probable, unless Secretary Stimson’s reply to your 
letter should be favorable. 

In addition to this relief, however, the British have been relieved of making 
many expenditures for which in March they had expected to have to spend their 
own dollar resources. 
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Million 
(1) The extension of Lend-Lease to cover United Kingdom purchases for 
which Mr. Keynes said in May that the British would need dollars 
relieves the British of about $8 million per month, or $100 million per 


(2) The extension of Lend-Lease to cover many non-military Dominion pur- 
chases has been estimated to have relieved the British of about $12 
million per month since June, and this relief is expected to increase 
to $25 million per month after the end of this year. For 1942 this 
will amount to $300 million 

(3) The extension of Lend-Lease to cover many shipping services, and dol- 
lars paid to the Norwegians for the use of the Norwegian merchant 
marine, and for the ferrying of airplanes, together with the tax relief 
expected to materialize from a tax convention now being negotiated, 
may total $100 million per year 


The British, however, have not been willing to agree that dollars saved through 
the extension of Lend-Lease for items upon which they had expected to spend 


dollars can appropriately be counted toward meeting the $300 to $400 million 
commitment. 


MEMORANDUM III 
RESUME OF THE BRITISH DOLLAR POSITION 


Position on January 1, 1941 


On January 1 the British had gold and official dollar balances of $346 million, 
as follows: 


Million 


Official dollar balances. 


January 1, 1941, to September 1, 1941—Balance of Payments of the British 
Empire, excluding Canada and Newfoundland, January 1 to September 1, 1941 


[All dollar figures are in millions] 


. From Jan. 1 to Sept. 1 payments made on B. P. M. contracts 
amounted to 
. During the same period the Sterling Area had a favorable balance 
of payments on all commercial transactions other than B. P. M_ 
. And the Sterling Area sold newly-mined and dishoarded gold 
amounting to 
(This is exclusive of $105 of Belgian gold, omitted from sales 
and from all subsequent tabulations of British gold holdings.) 
. Making a total dollar deficit on current accounts of 
. This deficit has been met by— 
(a) Sale of gold from official stocks 
(b) Sale of Viscose Co. and loan upon assets of Brown 
and Williamson) 
(c) Sale of marketable U. S. securities 
(d) First installment on R. F. C. loan 


544 


As a result of the sale of gold from official stocks the British gold and dollar 


exchange assets declined from January 1 to September 1, totaling at the end of 
the period $205 million, as follows: 


Million 
$151 


32918—55—pt. 29-—_5 
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September 1, 1941, to March 1, 1942—Forecast of British Balance of Payments 
September 1, 1941, to March 1, 1942 


{All dollar figures are in millions] 


1. During the next 6 months, Sept. 1, 1941, to March 1, 1942, the British Empire 
excluding Canada and Newfoundland, will require in order to meet its dollar 
obligations: 











(a) On By Pil, commitment. oi 2c ea ek $500 
(3) On: other ClemmiCOMBic. sii dds een ids 535 
$1, 035 
2. During the same period they expect to receive: 
(a) On trade and service transactions__._.__.....----.--- 595 
(b) On the sale of newly mined gold___._--_-__---_---_ 290 
— 885 
3. The expected deficit for the next 6 months on current ee is, 
CRN a ih aint sas tana cane Nad igcttipaincansiaigeiniadaicsialeel 150 
4. In addition, the British may receive: 
Cai, Sh ei es 0. Ss,: MEL snore nena aakind anne $325 
(b) On relief through the transfer of plant and supply 
SR pice dis ating nceeca ciiagpenrngan es tnasaneixdpdnaptics eedaite 150 
475 
5. Making a dollar surplus on all operations of__.__-___----_-.--_----_- $25 
6. Which, added to the gold and dollar balances held on Sept. 1 of_. $205 


325 
Would make a total gold and dollar balance on March 1, 
W648 Oho ncriccceniintnigistinchhenbiaw did ainisininehdo 530 


Since the beginning of the war the South African Reserve Bank has doubled 
its gold holdings, adding about $225 million. A recent agreement between the 
United Kingdom and the Government of South Africa arranged for the repatria- 
tion of $120 million of South African securities in exchange for gold between now 
and the end of this year. To meet these payments the South African Reserve 
Bank will reduce its gold holdings to about $385 million. While it is not known 
how much of the $120 million will be a net addition to the gold receipts of the 
United Kingdom, it is certain that the $60 million that can be transferred from 
the gold stocks of South Africa without reducing those stocks below $385 million 
will be additional gold receipts of the United Kingdom. Gold holdings of the 
United Kingdom in September 1942 will therefore be at least $640 million. 


After March 1, 1942 


The British have not provided any estimate of their balance of payments after 
March 1, 1942. They have, however, provided estimates of their payments on 
B. P. M. contracts. This item, which has been the largest drain on British gold 
and dollar funds, is expected to decline sharply after March 1, 1942 as the con- 
tracts run out, and consequently the British deficit on current account may be 
expected to become a surplus after that date. 

During the six months March 1 to September 1, 1942, the British expect to need 
only $300 million for B. P. M. payments. If, then, all other current items should 
remain the same as those estimated for the present period, the British will have 
a surplus on current accounts during those six months of $50 million, and with- 
out any further liquidation of assets they will be able to accumulate a gold and 
dollar balance of $640 million. 

There will remain at that date, September 1, 1942, $96 million due on B. P. M. 
contracts, and an additional $89 million (mostly French reimbursement) the ulti- 
mate payment of which is doubtful. With so little to pay upon B. P. M. con- 
tracts after September 1, 1941, current accounts of the British may be expected 
to yield them a dollar surplus of over half a billion dollars per year, so long as 
Lend-lease funds continue to provide as large a share of Sterling Area require- 
ments as it is estimated they will provide in the coming six months. 

In addition to $640 million in gold or dollars and the prospect of accumulating 
: spend $500 million yearly, the British will have on March 1, 1942, the following 

ollar assets : 
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Million 

C5 TE TR a cid a a ncaa belie $165 
(2) U. 8. securities and direct investments lodged with the R. F. C. as 

excess collateral ($700 lodged less $425 received on loan)—-_------~-- (?) 


(3) Trust funds which the British say are not available owing to our trust 
laws, but which our legal staff would have to examine individually before 
a definite decision on their availability could be made 2% 


(4) Private dollar balances which the British claim to be unavailable_.___ 300 


Mr. Sourwine. The next document is from book 458, pages 141-142. 
The date is November 7, 1941, 1 month before Pearl Harbor. 

This is a memorandum by Ferdinand Kuhn, Jr., of a courtesy visit 
to Secretary Morgenthau by Messrs. Clement Attlee and R. J. Stop- 
ford of the British Empire, at which Mr. White was present. Mr. 
Attlee was then Deputy Pita Minister of Great Britain. 

Mr. Kuhn, a long-time newspaper correspondent, was at that time 
assistant to the Secretary of the Treasury. 

The document itself, that is for its context, has no special significance 
to the committee’s investigation. It is significant in showing Mr. 
White again at a top level conference in a slightly different area. 

Senator Wetker. Without objection item No. 9 will be admitted. 

(The document was marked “Exhibit No. 36” and is as follows:) 


ExuHisitT No. 36 
NOVEMBER 7, 1941. 


MEMORANDUM FOR THE SECRETARY’S DIARY 


Present: The Secretary, Dr. White, Mr. Kuhn. 


Mr. Clement Attlee, Deputy Prime Minister and Lord Privy Seal in the British 
Cabinet came to see the Secretary this morning, accompanied by Mr. R. J. Stop- 
ford. 

Mr. Attlee first delivered a verbal message from Geoffrey Lloyd, Minister of 
Mines, saying that Secretary Morgenthau had been of wonderful help to the 
British in the matter of oil. 

The Secretary asked Mr. Attlee about his impressions of America, and partic- 
ularly about his impressions of Labor’s attitude here. The Secretary said that 
he felt Labor was more strongly determined to beat Hitler than any other group 
in America. Mr. Attlee said that this was his impression too. 

The talk then shifted to problems of production. The Secretary felt that the 
greatest need today was to utilize existing plants, so that the change-over from 
civilian to defense production could be accomplished more quickly. If you 
transplant a tree and take a year to do it, he said, the tree will die; if it is put 
back into the ground and watered it will live. Mr. Attlee said that the British 
themselves have depended too much on new plant construction and had not uti- 
lized existing plant capacity quickly enough. He said that he was thinking par- 
ticularly of the pre-war period when all the emphasis was on building some- 
thing new. 

The Secretary said that a much more realistic attitude toward production prob- 
lems was now becoming apparent in the Administration and he was more encour- 
aged now than at any time since the start of the war. He felt that we would 
have a shortage of labor within six months after the new “victory” program 
got underway, and that the dislocation and unemployment of the transition period 
could be reduced by using existing plants. 

Answering a question from Dr. White, Mr. Attlee said that a very heavy per- 
centage of Britain’s labor potential was now being used in the war effort. There 
have been stories of unemployment, he said, but these concern workers who are 
shifting to new jobs. 

Doctor White asked whether any memoranda from shop stewards and other 
factory employees in England were available to us in helping to solve production 
problems. He said that it would be a great help if such data could be supplied. 
Mr. Attlee said that the British had “heaps of it” and undoubtedly Mr..Bevin 
would be glad to supply it. 
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The Secretary then asked about food conditions in England, and cited Mr. Coe’s 
report that the British were not getting enough to eat. Mr. Attlee said the an- 
swer depended on what was “enough.” Health officials in England, he said, 
reported that people were getting enough, but there were many difficulties of dis- 
tribution during the period of the air raids, and there was much difficulty in 
getting the heavy workers the food they were accustomed to have. Since the 
blitz these troubles have been corrected, partly by the establishment of canteens 
in large factories and at the mines. The amount of food and the quality of food 
available in the future, he said, depended on the tonnage available to carry it. 

In saying goodbye to Mr. Attlee after about 20 minutes, the Secretary said 
that the British were doing marvelous things and that all of us admired them 
for it. 


F. K. 


Mr. Sourwine. The next item, Mr. Chairman, is from book 466, 
pages 3 to 38, and the date is November 27, 1941. This is the tran- 
script of a meeting on tax problems which was presided over by Secre- 
tary Morgenthau. 

Although White’s official duties had no direct relation to taxes, he 
takes a very active part in this meeting and in formulating decisions. 

The committee will be interested to read this, because it shows White, 
the wisecracker. It shows him in his court jester mood. There are 
various things in here which can be variously interpreted, but I think 
the committee will agree this document does appear to reflect quite 
clearly White’s anti-big-business attitude. 

Senator Wetxer. Without objection item No. 10 will be admitted. 

(The document was marked “Exhibit No. 37” and is as follows :) 


Exurerr No. 37 


NOVEMBER 27, 1941, 9: 30 a. m. 
Re Taxes 


Present: Mr. Kades, Mr. Blough, Mr. Paul, Mr. Sullivan, Mr. Groves, Mr. 
Tarleau, Mr. Buffington, Mr. Haas, Mr. Cann, Mr. Foley, Mr. White, Mrs. Klotz. 

BioueH. Here is one of your charts. 

M. M., Jr. Do you want to stand and explain it? If the others don’t see it, 
they can listen. 

BioucH. These are the same as I had the other day except for different com- 
panies. This one is General Motors—— 

H. M., Jr. Let me seeit. I don’t care whether they see it. 

Bioucu. This one is General Motors, which is a big company. It has three 
hundred forty-seven million dollars worth of income. It had adjustments of 
eleven million dollars excess profits, credit of two hundred seventeen million, 
leaving excess profits income of a hundred and thirty million dollars. Its excess 
profits tax amounted to seventy-one million dollars. 

H. M., Jr. They earned how much? 

BroucH. They earned three hundred forty-seven million dollars. 

H. M., Jr. Whew! 

Pau. What year was that, Roy? 

BiovueH. This is 1940. 

H. M., Jr. I am only working with ’40. I don’t want anything else but ’40. 

Bioveu. This is the return as filed by them in 1940. 

H. M., Jr. Somebody in General Motors told a friend of mine the other day that 
they earned as much in the first six months as they had in all of last year. 

BioucH. That is a lot of money. Down here we have the computation of the 
normal tax showing sixty-six million dollars normal tax—— 

H. M., Jr. Did anybody leave the room just now to buy some General Motors? 

WHITE. We will buy the room and sell it short after we get through. 

H. M., Jr. The point is, did anybody leave the room? [Laughter.] 

Fotey. It is too late now, Harry. 

Wuirte. You saw the charts last night, didn’t you? 

BioveH. So we have about a hundred and sixty-five million dollars worth of 
taxes altogether, a hundred and fifty-five million. 
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H. M., Jr. How much? 

BLoucH. About a hundred and fifty-five million dollars worth of taxes. 

H. M., Jr. How much did they have left over? 

BioueH. They had left over a hundred and ninety million dollars. 

H. M., Jr. What is that proportion, about? 

3LouGH. That proportion of three hundred forty-seven is about forty percent. 

H. M., Jr. They had about sixty left over? 

BiouenH. They had about sixty percent—a little less than sixty percent left 
over, between fifty and sixty percent. 

Wuire. What is their net value, is that there? 

3LouGH. That is not on thischart. They didn’t report that. 

Pau. That is about a billion dollars. 

BLoucH. We have some figures of our own. It must be at least that. They 
have been making around twenty-four percent or thirty percent on their invested 
capital. 

Now here is a case of the United States Steel Corporation where they are on 
invested capital basis, and they haven’t made up to their invested capital credit. 
Their income begins here and goes over here. It isa hundred and twenty million 
dollars. Their excess profits credit is more than their income by fifty-seven 
million dollars, so that they are going to have an excess of credit to carry over 
to 1941 which they can use in 1941. They of course have no excess profits tax 
and merely have the normal and surtax on the regular income of the company, 
the hundred and twenty million. 

H. M., Jr. They pay nothing because they have a high capitalization? 

BiouenH. That is right. In relation to their low earnings, or low earnings in 
relation to capitalization, either way. 

H. M., Jr. I didn’t know that was the situation on U. S. Steel. 

Foitrey. Are those figures, a hundred and twenty million and three hundred 
forty-seven million, net or gross? 

BioueH. Those are net income figures. 

Fotey. After all operating expenses? 

Bioueu. After all operating expenses as filed by the company. 

H. M., Jr. Give me that U.S. Steel again. That amazes me. 

BuiovueH. U. 8. Steel had a hundred and twenty million dollars. In addition 
to that it had certain adjustments over and beyond their normal tax income. A 
hundred and two million, I beg your pardon, slight adjustments there. But their 
excess profit credit was a hundred and sixty-two million dollars, so that they 
had left over fifty-seven million dollars of excess profits credit. Next year that 
fifty-seven million will be carried forward as a credit against whatever income 
they make next year. 

H. M., Jr. They carry it for one year? 

BiovueH. Two years. 

SULLIVAN. They have to make two hundred twelve million dollars. The hun- 
dred and sixty-five plus the sixty-seven, before they are subject to excess profits 
tax. 

PauL. What was their excess profits credit? 

Biovuen. A hundred and sixty-two million dollars. 

Paut. And twelve times that approximately would be their invested capital, 
wouldn’t it? 

Bioven. That is substantially correct, yes. 

Paut. What would that be, then, a hundred and sixty-two times twelve? 

Bioven. A hundred and sixty-two times twelve would be about a billion nine. 

H. M., Jr. Well, now, let me ask you this. It is amazing to me. You people 
might have all known this, but certainly it is an eye-opener to me. Could you 
do—if you haven’t already started, I would very much like to see Bethlehem 
Steel. 

BLoueH. We have asked for that. 

Forrey. That will be just like this one, won’t it? 

BiouGH. It will look very much like this one. 

Pau. I would like to see one of the smaller steel companies like Inland Steel 
or Republic Steel or one of those. 

H. M., Jr. All right. 

Haas. One of the new ones that don’t have obsolete stuff to put in the capi- 
talization. 
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H. M., Jr. Why not just run through the steel and see the difference between 
one industry? Why wouldn’t that be a good angle? 

Wuite. Of course, because the assumption that the U. S. Steel can have such 
a large capitalization necessary to do that business will be shown up when you 
take some of the other steel companies. 

H. M., Jr. Well, why not take National Steel and Inland Steel and Republic and 
then take a little one with a high specialty like Ludlow who makes only these 
special tool steels? Why not just stick to the steel and show the tremendous 
difference within one industry? 

3LOoUGH. What we might do is to have three of [or] four charts made up on 
steel and then have for the rest of the companies the figures so we can say this 
company is just like this chart. Or would you like a chart for every one? 

H. M., Jr. I would like one for every one. There would only be about eight or 
ten. Don’t you think so? 

Wuirte. Yes, and I think somebody ought to get started in George’s shop at 
once to segregate the group of steel companies that you are picking out to see 
which of those are sufficiently similar to justify the conclusion that the capital- 
ization of the United States Steel does not represent an adequate basis for deter- 
mining what their profits are. I mean, it would be hardly fair to compare 
United States Steel with some other corporation that is making high-grade 
specialties, but it certainly would be fair to compare them with several other 
steel companies that make the same type of product and which have a far higher 
proportion of earnings on the basis of their capital. 

H. M., Jr. Well, Harry, there are ten or twelve steel companies and then let’s 
take a look at it and we can all begin to analyze it, but just before I—I want to 
get to you—what were the net earnings of U. S. Steel? 

BiouenH. U.S. Steel? A hundred and two million dollars. 

H. M., Jr. And how much federal taxes did they pay? 

BiouGcH. They paid in federal taxes thirty-one million six hundred thousand. 

H. M., Jr. Well, now, is it an accident that most of these are paying about a 
third? 

BLouenH. The tax rate is thirty-one percent, which is the reason why it tends 
to be around a third. 

Foiey. That is without any excess profits? 

Bioueg. That is without any excess profits. 

H. M., Jr. But even these that we have seen, I haven’t seen any with excess 
profits who have paid more than that. 

BLouGcH. General Motors paid more than a third. 

H. M., Jr. Well, forty percent. 

BioucH. Something over forty percent. 

H. M., Jr. Why do they keep telling me these companies are paying sixty 
percent? 

BLoueH. We will get you two or three of the war babies in here. They are 
paying around sixty. They ought to be in tomorrow. 

H. M., Jr. Don’t you think, Paul, it would be a good idea to get a whole 
industry? 

Pau. I do. I think we might get two or three industries, though. 

H. M., Jr. I mean, they can’t turn out 

Biovuenr. Some, we can’t turn out so many of these. 

Wuire. Mr. Secretary, some of us are accustomed to looking at figures rather 
than charts and if it doesn’t stop them, what we would like is if somebody would 
do that with a great number of industries just in a column of figures and make 
as many charts as they can. 

H.M., Jr. Talk to Roy about it. 

BLoucH. Well, we will do that. 

H. M., Jr. I think I would like to go through, because if we can show the 
difference within one industry and then after that we can take the airplane 
industry, if you want to, or the ship building. There are not so many ship- 
building companies. 

Biovueu. Not a great many large ones, no. 

H. M., Jr. I would like to see the airplane industry. 

BiLouGH. We have quite a number of airplane ones. 

H. M., Jr. Why not go through the airplane industry, planes and engines? 
BioucH. We have already asked for four or five or six of those. 

H. M., Jr. Do that. I think that would be the most—I am simply astonished. 
BiLovueH. Do you want to look at another chart? 
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H. M., Jr. I would love to. 

BiovueH. This is not an individual cempany. This is statistics for 1940. 

Pau. Do you have the gross income? 

BuioueH. I would have to check that up. Gross receipts or gross income. 

FoLey. Well, gross receipts. 

H. M., Jr. Well, it certainly would be in the neighborhood of two million 
dollars. It certainly would be at least that, but I would have to check on it. 

H. M., Jr. But we are going to run through the steel first. 

BLoueH. Yes. 

H. M., Jr. Is that all right with you, Paul? 

Pau. Yes, indeed. I would like to see the charts on that and see the figures 
on several industries. 

H. M., Jr. Well, you can talk to Roy. Go ahead. 

BioucH. We can just hang this somewhere. It isn’t necessary to go through it 
in detail. Here we have the income brackets under five thousand dollars, five to 
twenty-five thousand, twenty-five to fifty and so on, and in this bank here we 
have the number of companies with excess profits taxes. These are the taxable 
companies. Practically none of them had less than five thousand dollars of in- 
come because they are exempt unless the net income is different from the excess 
profits tax due to capital gains and losses and dividends or something like that. 
By far the biggest number was in this five to twenty-five thousand dollar group 
and then there were nearly four thousand of those. Then they go on down until 
over five million dollars—we have a very small number of companies. 

On the other hand, we have in this bank the net income in the pink, whatever 
that color is, and the taxable excess profits, the amount of excess profits subject 
to tax in the green for the different size companies also. The pink being of course 
natural because he is much bigger than the green. 

And then at the bottom the income taxes and the excess profits taxes paid by 
these companies, the income taxes in the blue—— 

H. M., Jr. I don’t get it. Start all over again. 

Biovenr. It is too complicated, I will agree, but this chart has three banks. 
Number of returns, amount of income, amount of taxes. Number of returns by 
the size of the income of the company. Amount of income of those corporations. 
The corporations with fifty to a hundred thousand dollars of income had this 
much income and this much subject to the excess profits tax. 

H. M., Jr. What conclusions do you draw from that? 

Biovuen. Well, it shows that as usual, the largest number of companies are 
small, but that the big amount of income in excess profits tax are in a few 
big companies. You could cut off—you could cut a line right down here and 
cut out all companies with less than a hundred thousand dollars of income and 
you would eliminate three-fourths or more of the companies subject to the tax, 
but you would still have a very great bulk of the income still subject to excess 
profits tax. 

H. M., Jr. Does this show whether we get it or not? 

BioueH. This shows what we get. 

Wuire. That also is the best reflection of the concentration of industries in 
the United States. That is the best picture of the bigness of industry because 
you notice those extremely few companies in the last two columns in the first 
bank get a high income in the bank below. 

PAUL. It also shows, does it not, that—in the middle chart the green is the 
amount of income subject to excess profits as I understand it and that is a 
very small proportion of the income of those companies in all examples. 

BuiouaeH. That is correct on the average. These are taxable companies. These 
do not include companies which were not subject to excess profits tax and the 
great bulk of them were not. 

Wuite. Which would accentuate the tendencies in that chart. 

PauL. Have you any figures showing what percentage of the companies are 
subject to excess profits tax? 

BuioueuH. There are here around twelve thousand, five hundred returns out of 
five hundred thousand corporations, of which about two hundred thousand had 
an income. Most of them were eliminated because of their size. 

Well, I have some other charts, but I think that is enough for today if I 
may suggest it. 

H. M., Jr. All right. Roy, let me ask you this question. Is this impression that 
I have got right as far as we have gone? After all, let’s for a minute just forget 
the inflation angle on the thing, see. Let’s just talk revenue for a minute. If 
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you were told that you had to get “X” billions of dollars additional revenue, 
where would you look for it? 

BLoucH. That would depend on the size of “X”, Mr. Secretary. 

H. M., Jr: All right, five billion. 

Bioveu. Five billion dollars? 

H. M., Jr. Yes. 

BLoueH. Well, I would know to begin with that I had to go for the bulk of 
that five billion dollars to the mass of the people, because I would know that that 
five billion dollars just wasn’t left in the hands of a few hundred or a few 
thousand people at the top, so that I would have to go to the bulk of the people. 

H. M., Jr. Let me ask you this way. I will have to lead you (Laughter). 
How many more billions can you get out of the corporations? 

BLoucH. How many more billions can you get out of the corporations? 


PauL. Could we go back a little further and ask what is the total corporate 
income? Let’s start there. 


H. M., Jr. That is a good point. 

BLouGH. Let’s see, I am not sure that I can tell you offhand. I think it is 
around thirteen billion dollars. 

PauL. Well, the excess-profits tax net income under the last act was about 
five, wasn’t it? 

BiLouGH. Let’s take this act. We expect about two billion three hundred mil- 
lion dollars of excess-profits tax under this act. 

PauL. That is on an income of five billion, isn’t it? 

Biouen. That is on an—oh, you mean—yes, it would be around five billion 
dollars, that is right, in that neighborhood, out of the thirteen billion. 

Pau. That is five billion out of the excess profits. Now, that seems a large 
proportion of twelve or thirteen billion total corporate profits. 

BiLoucH. Well, thirteen billion is, but your total estimated corporate profits for 
normal tax and surtax purposes and your five billion would be about right for 
your excess-profits estimate. 

PavuL. So that out of the total corporate profits of the United States you have 
got a little over two billion or one, six. 

Wuite. What is the five billion figure you are talking about? 

BroueH. That is the profit subject to excess-profits tax. 

Wuitr. But what you are getting is two billion three out of thirteen billion. 

BioucH. Out of excess profits, that is right. 

H. M., Jr. You figure that the corporations in the calendar year ’41 will earn 
how much? Don’t be afraid, just rough. 

3LouGH. It has been estimated at thirteen billion dollars, roughly. 

H. M., Jr. Of that how much is the United States Government going to collect 
in taxes? 

BioucuH. In surtaxes about three, and the two together about five. 

SuLLIVAN. Five billion three. 

H. M., Jr. Five, what? 

Bioveu. Around five billion dollars. 

Wurite. Where did you get that figure of thirteen billion for ’41 income? 

Biouaen. Nobody told me that figure, but I took the estimates and worked back 
from them and that is the estimate as of ’41. 

Wuitre. What were they in 1940? We already have some indication of the 
percentage of increase. Do you remember what they were in ’40? 

BioueH. No, I don’t recall. 

H. M., Jr. Well, Harry, for my purposes whether it is thirteen or thirteen 
and a half. 

WHitTe. No, I thought it was something like sixteen. 

H. M., Jr. Well, again 

BioucH. You see, intercorporate dividends are excluded here, eighty-five per- 
cent of intercorporate dividends. 

Wuite. I will check up on that. 

H. M., Jr. How much do you think, Roy—make a guess for ’42. 

BioucH. That is going to be in ’42? 

H. M., dr. Yes. 

BioueH. I would much rather George guessed. He has some basis to guess. 
I don’t. 

H. M., Jr. All right, George, give us a guess. 

Haas. Itis just wild. 

H. M., Jr. All right, I love to see you go wild (laughter). 
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Wuire. But not over your figures. 

Haas. Sixteen. 

BioucH. That is what I would say. That was one of my wildest moments. 

H. M., Jr. Well, why wouldn’t it be reasonable if there was sixteen billion that 
we took ten of it? 

PauL. Well, we interpolate one other question there. 

H. M., Jr. Supposing we took ten of it? 

Pau. Before we get to that question, Mr. Secretary, could we ask what the 
corporate profits were in, say, 1989? I would like to see how much they brought 
up in relation to what we pay. 

Waite. I can quickly get those figures. 

BLouGcH. We havethem. I just don’t have them with me. 

H. M., Jr. I am starting in with a trend of thought. We ought to get what the 
figures are, going back, say, four or five years, and an estimate next year, how 
much the Federal Government is taking each year, and the percentage, see, and 
then supposing we said, “Well, why shouldn’t we take two-thirds?’ I talked 
about a hundred percent. Supposing we talk about two-thirds. 

PAauL. Well, the more they have gone up on account of the defense effort, the 
more we are privileged to take. 

H. M., Jr. Well, if we took two-thirds and sixteen was right, we would get the 
extra five billion right there. 

Paut. That is right. 

H. M., Jr. I had to answer myself. 

Waite. You don’t have—— 

H. M., Jr. Excuse me, just one minute, Harry. You don’t have to go down 
and take it out of the working man’s pocket. That is what I was trying to get at. 

Waite. If it were properly distributed among corporations, otherwise—and 
that is the assumption I take it, that is implicit in the very thing you are exam- 
ining, because you could distribute that additional burden in such a way that 
you would seriously hurt business enterprise and so on. 

H. M., Jr. Well, following his chart there, you would only have to apply it to 
about five percent of the corporations to get it. 

Waite. That is right. 

H. M., Jr. You could pick up another five billion and not taking it out of the 
working man’s pocket. 

Wuirte. That would still be a far cry from the English practice. 

H. M., Jr. It would be a far cry from “Six percent” Morgenthau, too. 

BuLoueuH. No, you would get more money under that than you would under the 
“Six percent” Morgenthau, if you left all under six percent to the corporation. 
There isn’t that much above six percent. 

H. M., Jr. You mean I couldn’t get five billion on top of six if I left them six? 

BiovucH. Well, I would say offhand that if you took six percent across the 
board of the corporations of America, there wouldn’t be five billion above that. 

H. M., Jr. Wait a minute, if I took everything above six percent net 

Biovuen. I seriously doubt whether you would get five billion dollars. 

H. M., Jr. What I am asking for is ten, gross. 

BiouGcH. Well, I mean additional money. 

Wuite. Well, you are dealing there with facts we can easily check. 

H. M., Jr. Well, I would like to explore that. I would like to explore if we 
wanted to take sixty-six and two thirds of the net earnings of all the corporations 
in America, how much would we get, that is proposal number one. 

Proposal number two, that we left all the corporations six percent net, how 
much would we get? 

Wuirte. You see, one of the difficulties and that is the advantage of going 
through these charts, is that if you set a flat rate of that kind, you severely pe- 
nalize a company like General Motors, which is very efficient, and you give an 
inversely proportional break to the United States Steel Company, which has an 
enormous capitalization, much of which is either in effect water, or inefficiency. 

H. M., Jr. And the management has been grossly inefficient. 

Wuite. Well, it is probably that. They claim they have no water in it, but 
it is a combination. 

H. M., Jr. No, Iam talking about management. 

Wuirte. So that there would have to be some kind of an allowance in some 
way made for that. 
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H. M., Jr. But Harry, no one has ever given me the figure on my formula. 
Supposing we took—supposing we took everything over and above six percent. 
What would we get? 

Wuire. Well, they ought to be able to give you that. 

3LOUGH. Yes. 

Wuite. Assuming that business remains the same and you didn’t interfere 
with business, initiative and so on, it is a simple computation. 

BLouGcH. Those assumptions, of course, are a little 

Wuirte. Of course. 

Paut. I am a little puzzled by one thought, why we are so afraid of penalizing 
corporate management when we don’t hesitate to penalize individuals. 

WuHirte. Could you expand that? 

Pau. We put the surtaxes up in accordance with a person’s income when he 
is an individual, irrespective of what 

Wuire. Irrespective of what education and ability he had to begin with. 

PauL. That is right, presumably on the general average that the more income, 
the better manager he is, but when we come to corporations, we get strangely 
tender hearted. 

Wuirte. We treat capital a little bit different than we do human ability. It is 
a curious phenomenon. 

H. M., Jr. Well, for me—of course it most likely is boring to you people, but 
it is the only way I can work. I have opened up another avenue of thought as 
far as I am concerned. 

Wuirte. This is going to the fundamentals. It is very significant. 

H. M., Jr. For me, I am opening up this stuff leaf by leaf. 

Groves. May I offer a suggestion to think about in connection with this heavier 
taxes on corporations? 

H. M., Jr. Please do. 

Groves. It occurs to me that it might have a bad effect from the standpoint of 
inflation, at least it is something to be considered in two respects. One, that on 
Government contracts some of the tax comes back to the Federal Government 
because the bargain of the contract itself and the price of materials in the seller’s 
market I think depend very considerably upon the corporation’s cost in which 
they put some of these taxes. And the figures, I think, will indicate that as the 
tax expands the profit expands, and it keeps a jump ahead. Some of it is circular 
and comes back on the Government. 

The other thing, particularly if the corporation tax is levied on a percentage 
basis, the corporation gets to have so little equity in its marginal dollar that it 
tends to get indifferent as to costs, and that is very favorable to an inflationary 
cycle, and they tend to give everybody what he wants and then add it to the 
bill, particularly if you are dealing with the Government, both of which tend to 
aggravate inflation. F don’t know how serious they would be. 

H. M., Jr. Well, let me ask you a question. Let’s be specific on this thing. 
If I understand what you are talking about. I don’t know whether you have 
read the Trammel report on the cost of the Army cantonments. 

Groves. I haven't, sir. 

H. M., Jr. Well, I don’t know how many here have read it. It is not a very 
long report. It will take you maybe half an hour. Take that report. As I re- 
member it, the cantonments—this was a year ago last summer, it was early— 
cost three hundred million dollars more than the estimates. Now, I don’t know 
what form the contract was, but it goes into what kind of a contract, whether 
it was a cost plus or whatever it was. It is all in this Trammel report, and ap- 
ply this question that you are raising to that. Now, would it have helped or 
would it have hurt? I mean, they were grossly wasteful, you see, but did the 
question of taxation enter into the thing? 

Groves. It would have been more wasteful if there had been higher taxes, is 
the question. 

H. M., Jr. What you are getting to is this. I mean, you are a tax man, but 
you also have a broad conception. I just wonder that you are raising this ques- 
tion. Isn’t it possibly—I mean, we have never done it, and the Bureau of the 
Budget hasn’t done it, but that doesn’t mean that I shouldn’t. In all these talks, 
why shouldn’t I raise—if we once made up our mind—the question of the way 
these Army and Navy contracts are working. 

Groves. Very good. I think it is very important. 

H. M., Jr. As a member of Senator Byrd’s committee, I have a perfect right to 
raise that question. You and I can sit here and maybe miss a billion dollars or 
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two, because we are fearful that the Army contractors are going to be wasteful, 
but after reading the Trammel report, my own feeling—I would like you to read 
it and come back at me just as hard as you want—please come back just as 
though we are in class, come back just as hard as you want, but my own feeling 
is that the tax thing plays a very small part in it. Now, I may be wrong in it, 
but just take that, see, and see that the gross waste—I mean, these Army Engi- 
neer people don’t seem to have any—they have gone just hog-wild. 

SuLLIVAN. Excess profits wasn’t written at the time most of those contracts 
were awarded. 

H. M., Jr. All right, read the one in today’s newspaper, the Trammel report. 

Wuite. That is further support. 

H. M., Jr. Read that one they have done today. They are doing a swell job, 
but they make their reports and then nothing happens, and the Bureau of the 
Budget votes six or seven billion dollars to the Army at a time and they keep 
right on writing the same kind of contracts. 

SULLIVAN. Jere Cooper 

Wuite. There is a reason, Mr. Secretary, why you can demand that. Not 
only because you are a member of the Byrd committee, which I think is sec- 
ondary, but because you are examining tax programs in which one of the impor- 
tant objections which is always raised is this very real objection which has been 
raised, that as you reduce the net income that accrues to the companies, they 
become more wasteful in their expenditures, that they increase wages more easily, 
spend more in advertising and so on, and isn’t the answer to that not the in- 
auguration of a tax program so much as the direction which you are suggest- 
ing, a more careful examination and more power over the contracts? 

H. M., Jr. That is what I am saying. What I am saying is this. Professor 
Groves says, “Well now, wait a minute, Morgenthau, don’t do this because of 
the tendency of making the contractor more wasteful.” I say he is so wasteful 
now there is something the matter. There is something rotten in Denmark. 
Let’s take a look at it. If we find they are being wasteful—here we are trying 
to sell a billion and a half for the Government and we might be able to save 
five or ten billion dollars if the contracts were written right. 

Suilivayn. That is right. Ten percent of your nondefense expenditures is 
almost nothing. Ten percent of the other is a lot money. 

Fo.Lrey. Have the property supervised. 

SuLLIVAN. Ten percent of your nondefense expenditures is about six hundred 
million dollars, a drop in the bucket. Ten percent of your defense contracts 
runs into some real money. 

Groves. I was just going to Say that there has been a lot of talk about saving 
on nondefense, and very little talk about saving in the defense part of the 
Budget. I suppose it is hard to gauge where the money is wasted there in 
definite quantitative terms, but it seems that some of the attention should be 
given it. I doubt if there is any country in the world that gets less for its 
military dollar than we do. 

H. M., Jr. Here is a funny thing. I heard the President of the United States 
talk about the Assistant Secretary of the Navy Roosevelt and what he did and 
how he bought when he was Assistant Secretary, and that nobody drove a closer 
bargain and he keeps telling about this Charleston, West Virginia, armor plate 
factory and what it did and how they were able—the Navy can take it over, 
at the end, grease it up and keep it there until they needed it. But none of 
the contracts are written that way today. 

Sutiivan. That is right. 

H. M., Jr. We build a building for them and the company can say at the end, 
“Well, we would like to have it,” or “We wouldn’t.” For instance, what kind of 
care are they taking of our buildings which the taxpayers paid for, and all the 
rest of that stuff? 

SuLiivan. I think they are taking pretty good care of it, Mr. Secretary, be- 
cause when the show is over you are going to find out that they are going to 
take those buildings over themselves and junk their old stuff. 

H. M., Jr. Well, Groves, you have brought up a new line of thought, and I 
would like to have somebody, John, explore the question of contracts, I mean, 
somebody who—I should think in Internal Revenue—could take a look at how 
these contracts are written. They must have begun to review them for 1940 
now, haven’t they? 

Who does that in Internal Revenue? 
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CANN. We are going to read some of them, Mr. Secretary, in the field, but 
we haven’t had any report or any information which would allow us to formulate 
any opinion about that. 

H. M., Jr. Could you speed that up a little bit? 

CANN. Yes, sir. 

H. M., Jr. Couldn’t you concentrate on that? 

CANN. We will look into that; yes, sir. 

H. M., Jr. Well, how would it be if, for instance, we say we want a report on 
twelve steel companies? Why wouldn’t we get their government contracts and 
how they were written and have the whole picture on one group at a time? 

CANN. I think we could. 

H. M., Jr. I mean, if we are going to do twelve steel companies, why not look 
into their government contracts and the forms of them, you see, and the profits 
and then what they charged off. You have got their nineteen 

CANN. Well, that information would ordinarily be gone into as part of the 
regular investigation and might not be recorded, but I mean it would be 
examined. 

H. M., Jr. Well, why not, if we are going to do the twelve, let’s take a look 
at their government contracts and particularly as to how much they charge 
off to unusual—you know what I am after. 

CANN. Yes, sir. 

H. M., Jr. And in twelve steel companies you would get Army and Navy, 
too, wouldn’t you? 

CANN. Yes, sir. 

H. M., Jr. And Shipping Board. 

CANN. Yes, we would get the Shipping Board. 

H. M., Jr. I wish you would do that. Get the names from Blough, which 
ones they are going to be. And can’t you speed that up a little bit? 

CANN. Yes, sir. 

H. M., Jr. Couldn’t I know maybe early next week, something? 

CANN. Well now, that—I realize what you are after. 

H. M., Jr. Well, look, you will just have to. How many men have you got 
who know how to examine a corporation income tax return? 

CANN. We have enough to do that. 

H. M., Jr. How many have you got? 

Cann. Several thousand. 

H. M., Jr. All right, put, as many hundred on this as necessary. I don’t care 
how many you put on. Put on a couple of hundred, if necessary. 

Cann. Of course, we could get out a preliminary report to get the precise 
information you want. 

H. M., Jr. But you have got to move fast. Put a couple of hundred men on it. 

Cann. All right. 

H. M., Jr. I don’t care how many it takes but I am not going to sit around 
and—I mean, I always get this stuff about two years too late. 

Wuite. Doesn’t that take only one aspect of the case that you are interested 
in, Mr. Secretary? They only go into their income. But aren’t you also inter- 
ested in the contract to see whether they are overpaid on various things? Do 
they have men who do that? Do you have men who are able to take the con- 
tract 

Cann. I would say our scope of investigation would go into the examination 
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Wuirte. Whether or not the price they paid for particular commodities and 
so on is a fair price under those conditions and whether the labor costs and all 
the rest are reasonable, whether the advertising costs and all that—— 

SuLLivaN. I think Reiling, Herman Reiling of Ed’s shop and Charlie Appel 
of Tim Mooney’s shop can give you a pretty good picture of it. 

Cann. Of course, so far as it is an element of cost that enters into the deter- 
mination of profit and we examine it. 

H. M. Jr. That is the answer to White. 

Wuite. What do you mean? 

CANN. Well, we will examine it, of course, as to the purpose of verifying 
the amount spent. Now, as to—— 

Wuite. Let me ask a specific question. Here is steel billed at thirty-two 


dollars a ton. The arithmetic is all right and you know they paid thirty-two 
dollars a ton. 


Cann. That is as far as we go. 
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Wuire. That is right. Do any of your men examine whether that is an inter- 
corporate arrangement, whether thirty-two dollars is a market price, whether 
they couldn’t have bought it for sixteen 

CANN. If you are saying that, was there any indication of manipulation be- 
tween affiliated companies, yes, we would be expected to go into that. 

Wuite. Or whether there was 

CANN. But as to whether that was too great a price or too little a price, that 
wouldn’t be any concern of a revenue agent. 

Wuire. That is why I think they might also have other procurement—there 
are so many angles 

CaNN. In other words, Mr. Secretary, if the United States Government elected 
to buy steel at thirty-two dollars and it should have paid only twenty-eight dol- 
lars, the revenue agent wouldn’t be concerned in that. 

H. M. Jr. No, and from my end, if I could get what I want at the start, what 
White is talking about is something that is so broad that I would like to think 
about it, but certainly you could get a lot and I don’t know how we could do it 
or where we would do it and so forth, but at least I am not putting it aside. I 
would like to think about it. 

Groves. Couldn’t we get a little quantitative information as to how these 
government contracts are let, by bid or by individual choice, and how much those 
cost, and profit margins? I would be interested in knowing. 

Wuite. You see, Mr. Secretary, I happen to know one case at the other end. 

H. M. Jr. Can you hold your thought a minute? Do you want to say some- 
thing, John? 

SuLLIVAN. Yes. 

H. M. Jr. Hold your thought a minute. 

SULLIVAN. We have the report of the Vinson Investigating Committee. It is 
just about ready for release. It may be out today or tomorrow. They had ex- 
actly the thing you are talking about. They had all kinds of men in the field, 
in the offices of these steel companies and ship building companies, investigating 
the contracts from the very point of view you are speaking of. I think that might 
be a very good jumping off point and furnish you with excellent leads to pursue. 

H. M., Jr. Well, let’s give it all to Norman. I take it that is what he is here 
for. Kades, don’t burst a blood vessel. (Laughter) 

Kapes. Mr. Secretary, you have a report on the cost of steel, made by the 
Procurement Division in 1939, a study of about five volumes. My suggestion is 
that Procurement be asked to bring that up to date. That would show the com- 
parison between the cost in the five years preceding 1939 and now. 

H. M., Jr. Chuck, write me a letter on that to Cliff Mack and I will sign it. 
Harry, you had one. 

Wuirte. It is all on those lines. I happen to know somebody who sells some 
stuff to the Government and I know they are selling it at tremendous profits. 
The percentage of profits would run ridiculous sums, a hundred and twenty-five 
to fifty percent. The degree of competition is mitigated by the fact that there 
are certain special characteristics of the thing, but you could examine that in- 
come statement and it is perfect. There is no attempt to defraud or to avoid, but 
if you once go behind that into what they are doing, that is where you will find 
a terrific waste, although I do think that also your study might reveal questions 
of depreciation and obsolescence and salaries and so on. 

H. M., Jr. But Harry, my own guess is, I may be wrong, we will find so much 
when we take a look at this—now, I am not saying we shouldn’t do it. I think 
we should do it, but I don’t want to wait here until next May to get a report. 
But let’s get started on the thing and if you (Cann) are the man to do it—that is 
what you are here for, I takeit. Is that right? 

SuL.LIvAN. That is right. 

H. M., Jr. So anybody that has any suggestions, turn them in. I am not say- 
ing, Harry, we shouldn’t, but it is just—— 

Wuite. It is a much larger task. 

H. M., Jr. Well, I cable to England and I find out what the Inter-Parliamentary 
Committee in England is doing. They have got a continuous committee sitting 
there. I want Groves to know about it. I heard they are doing a wonderful 
job in England on the cost of government, with a continuous committee sitting. 

I cabled the Treasury man in London to let me know what this committee is 
doing on all costs so we had this in mind, but to come back to the original thing, 
what I was asking for is, I don’t want to sidestep a corporate tax because I claim 
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that is going to make a company that is already highly wasteful a little more 
wasteful. Does that fit in all right with you? 

GROVES. Yes. 

H. M., Jr. I mean, I think we should do both. 

SULLIVAN. I don’t think Harold was trying to imply that we couldn’t go any 
further. I think he was raising the point that there is a point beyond which you 
can’t safely go. Wasn’t that what you had in mind rather than that we couldn’t 
go any further? 

Groves. Well, I didn’t mean to suggest any definite conclusion but merely that 
that be weighted in the problem, is all. I haven’t made up my mind what we 
ought to do about the situation. 

I merely raised the point that something should be considered. 

H. M., Jr. Well now, what we have done this morning, we are going to have 
Cann go into this thing, and he is going to get the list and anybody that has any 
suggestions on how to get—the whole question of how much the thing has been 
padded will send it in to you, see. 

CANN. All right, sir. 

H. M., Jr. And you are going to get enough men on these ten or twelve steel 
companies, on their 40 returns, to see what they are doing. You can use a can 
opener on them. [Laughter.] And I expect results. 

Kuiotz. That was a good pun. 

WHITE. Was that intentional? 

H. M., Jr. I didn’t realize it until I said it. 

PauL. Mr. Secretary, I think there is another. 

H. M., Jr. The best ones are always the ones you don’t realize. 

Pau. I think there is another important aspect of Groves’ point which has 
nothing to do with defense. I am always hearing it said that if the tax is too 
high, all incentive is gone, and this applies not only to defense but people become 
wasteful, say, in department stores and completely nondefense businesses. I 
am wondering if we could get at any data there to check the good faith of that 
statement, because it doesn’t seem to me that people are going to become too 
terribly wasteful and do so much prestige advertising if the corporate rate is 
sixty percent. 

H. M., Jr. Well, would you give—— 

PAUL. I don’t know how you get at that, but that is the argument that is going 
to be made all along the line. 

SULLIVAN. I would like to bring a man here to do a study on increased corpo- 
rate advertising. It is perfectly evident that there is a tremendous amount of 
money being squandered on advertising in ordinary periodicals, purely defense 
products. You can’t pick up the Saturday Evening Post or Collier’s or any of 
those popular magazines without seeing full-page ads for Lockheed and Pratt and 
Whitney. Now, that money is being paid for a hundred cents on the dollar by 
the War Department and the Navy Department, and I think it ought to be 
stopped. 

Wuire. Absolutely. 

SULLIVAN. I would like to start a study on that. 

WuHirte. Isn’t that the answer to what Groves and Randolph Paul are saying, 
that these wastes—and there are many of these—should merely encourage the 
taxer to find ways of eliminating them. It is easy to limit high salaries, limit 
the amounts of advertising to some figure, in which you block those avenues of 
waste; and there is just one further point I would like to add. You remember, 
Mr. Secretary, when you spoke of that six percent tax, one of the important 
reasons that you advanced in favor of its feasibility was this, that if you did 
tax everything above six percent, then you could be tough with the question 
of increasing wage rates and labor, and that is one of the avenues they claim is 
wasteful. 

They say, “Oh, well, if a man only gets six percent out of it, he doesn’t care 
what he pays for labor,” but at that point the government can step in and care 
because it comes out of its pocket. 

H. M., Jr. We ought to care now. 

CANN. Mr. Secretary, isn’t it true that the Navy or the Army have their own 
trained representatives on the job at these particular spots also checking these 
costs? 

H. M., Jr. I don’t know. 

CANN. I think they do. 

H. M., Jr. It was my impression that they are simply there on production, as 
inspectors. 
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Fo.tey. I think you are right about that. They don’t have the same kind of 
inspectors that we had at PWA, where there was an audit of every cost, and 
where there was a disallowance of items that were exorbitant. 

H. M., Jr. I never heard of it. 

Wuite. Anyway, so many of them joined the Electric Boat Company after- 
ward that they are not 

H. M., Jr. It is the other way around, Harry. You get retired from the Navy 
and then join the Electric Boat Company. 

Wuite. So many of them have joined the Electric Boat Company lately that 
they are sympathetic. 

H. M., Jr. In this investigation on advertising, just remember that if a man 
spends his money to advertise Defense Savings Bonds, that is exempt. 

Fo.ey. I think they ought to look at expense accounts in advertising too. 

PAUL. That is a good form of prestige advertising. 

H. M., Jr. And when Bendix goes on the air for the Treasury Hour. 

SULLIVAN. Well, there is a man in Chicago I have talked with quite a bit on 
this very thing, and I think I am going to, with your permission, write to him 
and ask him to come on here and let you have a talk with him and see if we want 
to take him on. 

H. M., Jr. That is all right. Well, this for me has been a very profitable morn- 
ing. If you could continue this conversation 

SULLIVAN. Do you want to see Ed and Joe O’Connell and myself and Harry 
White on that regulation now? 

H. M., Jr. Not now. I have got press [conference]. I can see you men at 
3:30. 

SULLIVAN. Very well. 

H. M., Jr. When do you want to see me again on this tax thing? When will 
you be ready? Sullivan and who? 

BiouGH. We have a lot of stuff we haven’t talked about yet. 

H. M., Jr. Who is coming? 

SuLLIvAN. You asked Foley and O’Uonnell and this morning Harry White 
said he would like to be heard on it too. 

H. M., Jr. On which thing? 

SuLLIvAN. The exempt corporations furnishing information on receipts and 
expenditures. 

H. M., Jr. Harry is a hard man to keep out. [Laughter.] 

Fotey. You ought to have Chuck Kades too, Mr. Secretary. 

SuLLIVAN. Yes, I think Chuck should be here. 

H. M., Jr. They are a kind of team over there. 

PauL. When can we talk about the plan we discussed after the last meeting, 
or have you talked about that? 

H. M., Jr. We talked about it but we didn’t get very far. Are you going to 
be here tomorrow? 

Paut. I can’t be tomorrow. I can be all next week but not tomorrow. That 
is why I wanted to see if we were going to have another meeting on it today. 

SuLLIVAN. Well, I think we had better because we are not in any position on 
that to bother the Secretary. I think after this meeting is over we all had better 
go down to my room and take our coats off and go to work on it. 

H. M., Jr. Well, this meeting of Sullivan and Foley and all the rest of these 
fellows shouldn’t take more than fifteen minutes, should it? 

SuLiivan. I shouldn’t think so. 

H. M., Jr. So if you tax boys want to come in after 3:30, I will be available. 
I will keep it open the rest of the afternoon. I will keep the rest of the after- 
noon open. 

SuLLIVAN. All right. 

H. M., Jr. How is that? 

SuLitvan. I don’t know that we will have any conclusions for you. 

H. M., Jr. But I will just hold it open. 

SuLiivan. All right. 


Mr. Sourwtne. The next item, Mr. Chairman, is from Book 680, 
pages 109 and 131 to 143. The date is November 27, 1943. 

This is a fragment of another meeting with Secretary Morgenthau 
presiding on tax problems, and again White gives his views on taxes 
and Treasury policy. 
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Without regard to the question of whether Mr. White is right or 
is wrong about what he is trying to do here, this is an excellent ex- 
ample of how White influences policy, how he sells a bill of goods. 

Senator Werxker. Without objection it will be admitted at this 
point. t 

(The document was marked “Exhibit No. 38” and is as follows :) 
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TAXES 


Present: Mr. Bell, Mr. Gaston, Mr. Paul, Mr. Smith, Mr. White, Mr. Sullivan, 
Mr. Haas, Mr. Blough, Mr. Surrey, Mrs. Klotz. 


* * * * * * * 


Mr. Gaston. If you figured it on that basis, that we should have half of the 
war expenditures, plus all the normal, that would be forty-six plus six, which 
would be fifty-two, which would require eleven billion dollars more revenue. 

Mr. PAuL. Yes. 

H. M., Jr. I can’t talk war. I have got to talk total receipts and expenditures. 

That is the only thing I can talk. The point I wanted to get is that the net deficit 
as forecast by the Budget now is ten and a half billion dollars less ; and the other 
figures I want to get over to you is that if we wanted to ask to keep the thing 
on a fifty-fifty basis I need an additional eight billion dollar revenue and not ; 
an additional ten and a half. | 

Now, what I want is some advice without trying to plant any seeds. 

Mr. Wuirte. I think the approach might be a little different. Certainly the 
emphasis has to be different, in view of the fact that the original request was 
based on figures which were eight billion larger, and you have to justify, now, 
asking for approximately the same amount or a billion or two less, even though 
you are informed that the figure will be eight billion less. Either you didn’t ask 
for enough before, or you should ask for less now, unless there is a shift in 
emphasis. And I think that shift in emphasis can take place and you can keep 
some of the best paragraphs here; namely, that to do with the public finance 
aspects of paying off the debt, and not the inflationary aspects. The more em- 
phasis you place on inflationary aspects, the more you place yourself either in the 
position of not having asked enough before or being on weak ground now, be- 
cause you have a reduction of eight billion in expenditures. 

On the other hand, if you took the position—if you maintain the position— 
that what you asked for was as much taxes as you thought they could pay in 
order to keep the public debt from rising or to pay as much of the debt off at 
the very time when it is most easy to do so, then you can take the position that 
the reduction in expenditures is a very welcome assistance in the fight against 
inflation, but it is of no assistance in your demand that the proper fiscal proce- 
dure—or as close to it as possible—should be pursued; namely, that you want 
to get as much taxes as you can in order to maintain the fiscal position. 

In the first place, I think those are the soundest paragraphs. I think the 
paragraphs on inflation are theoretical and exaggerated, in order to bring your 
point home. And I wonder whether you aren’t placing yourself in that kind of 
a bungled position; because if you claim that there is just as much danger of 
inflation now as there was before, even though there is eight billion dollars less 
expenditure, how do you justify your not having asked for more before? How 
do you justify more drastic action? You can say something about inflation; I 
don’t mean to say you can ignore it. But you have to soft-pedal that and increase 
the emphasis on the other. 

H. M., Jr. Let me just take that line for a minute. 

All right, White, you feel you want another ten and a half billion dollars 
so that the debt on June 30 won’t be two hundred billion dollars. If you don’t 
get it, what do you think will happen? 

Mr. Wuire. Nothing serious. I think those are the facts of the case. 

H. M., Jr. All right, Mr. White, and you think nothing will happen. Then 
why put this extra strain on the people? 

Mr. WuirTe. Because they can bear it best now, and because it is fairest to 
the soldiers. 
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I think there are some excellent paragraphs on that. In other words, I don’t 
think you can expect to get ten billion dollars because you can show the people 
that unless they pay that extra ten billion there will be disaster. I personally 
don’t think there will be disaster, and I don’t think any reasonable-minded per- 
son would feel that it makes any difference whether your public debt is two 
hundred and fifty billion or two hundred billion from the point of view of 
disaster. 

H. M., Jr. I happen to agree with you, see? But I can get quite alarmed about 
the inflationary aspect; but I can’t get very much excited when the public debt is 
one hundred and ninety or two hundred or two hundred and twenty-five billion. 

Mr. Gaston. I just wanted to say, Harry says there won’t be any disaster. 
That is right. You might put it this way: If ten million soldiers are preparing 
to go to the battle-fronts, you have just taken a thousand dollars out of each one’s 
pockets. It won’t cause any disaster, but if you are happy about that, all right. 

Mr. Wuirte. I agree with you that you have a lot of good arguments, whether 
you put it in that form or not. There are a lot of good arguments for expecting 
the ten billion dollars or more. But there is many a governmental policy that 
you defend strongly because it is wiser policy of which the alternative is not dis- 
aster, merely that it is much wiser fiscal policy. You have enough good argu- 
ments. There are many good ones here. 

H. M., Jr. A disaster happened this morning. When I was up there for 
lunch—before the Senate—I told them that I felt the situation, as far as the de- 
ficit having changed any, wouldn’t change any; that would be cleared up. I 
went away very happy. 

Mr. Paut. That is what you were told, wasn’t it? 

H. M., Jr. That is the impression I had. Bell said I had the wrong impression. 
Anyway, that is the impression and nobody contradicted me. 

Mr. WHirte. That is the impression I had, merely from the last meeting. I 
haven’t heard anything between then and now, but in the last meeting I thought 
that the change which was made was merely one involving certain bookkeeping 
transactions which had been done before, and you were merely going to check up 
on that. 

Mr. SULLIVAN. That is true about the thirteen billion. 

Mr. Pau. Budget has been telling me for the last two months there wouldn’t 
be any reduction to any extent in that hundred billion. 

Mr. Gaston. They haven’t been telling you the truth. 

Mr. Haas. Dan has been using that ninety-two for months. 

Mr. Gaston. They all knew that the estimates had been scaled down. 

Mr. Pau. I have had at least five sessions with Colm in which he has assured 
me— 

Mr. Wuire. I don’t know whether that should bother you very much. You are 
not responsible for that estimate. 

H. M., Jr. You know, all of these things are emotional. You go before eleven 
Senators. I told them, “By Thursday night you are going to get this statement 
that this thing isn’t changed one bit.” And now the thing is changed. I don’t 
mind being made a monkey of ; I’m used to that. But the fact remains, I was all 
set to go up there and say the thing hasn’t changed. I have told it here. I am 
glad Paul and White were under that impression; and now suddenly it has 
changed to the exact amount I am asking. I’m in the damndest spot I have 
been in in years. I am not going to get sick over it, though. 

Mr. Pav. One part of Harry’s argument I don’t understand. 

Mr. Wuirte. Is there another way out of this, Mr. Secretary? I understand 
how you feel. 

H. M., Jr. Now, may I say what I wanted to do? The boys (Gaston, Bell, 
Smith) aren’t with me. I wanted to do this thing differently. You are not guing 
to kid anybody, and before they get through they are going to have the facts. I 
mean, they are going to know just what the facts are. 

Now, what I want to say is this, and the first group don’t agree with me: 
“Look, gentlemen, the Bureau of the Budget has just announced a new series of 
figures, which, frankly, were just as much of a surprise to me as they were to 
everybody else. Now we find that the deficit is reduced by ten and a half billion 
dollars, which is most pleasing to me. I am delighted. On the governmental 
side we find—now get this thing !—that there are ninety-eight billion dollars of 
total expenditures, estimated revenue of forty-one billion dollars—that is before 
you take in the House.” 

Mr. Gaston. Yes. 
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H. M., Jr. “Leaving a deficit of fifty-seven billion dollars, which is a reduction 
in the deficit as estimated between now and last August of ten, nine—practically 
eleven billion. I think that is fine. That will make my job very much easier. 

“Now, that is on the governmental side. Let’s look on the civilian side and see 
what has happened. On the civilian side the national income will possibly go 
down, maybe four billion dollars. Now, how about the production of goods? We 
are going on an estimate of eighty billion dollars, and so far I haven’t been able 
to get any estimate of increase in civilian goods; so the amount of money in the 
hands of the people, instead of being one hundred and forty-three—don’t check 
my figures, it may be one hundred and thirty-nine—billion dollars, when you get 
into those astronomical figures, how can you tell how much difference four billion 
dellars make? But the fact remains, there is going to be practically no more 
civilian goods. So the pressure is going to be practically the same on the civilian 
side from now on. Therefore, I say that the need for taxes to relieve that pres- 
sure is just as important as when I appeared before the Ways and Means. And 
I say to you that the people of this country can stand another additional ten and 
a half war taxes.” 

Mr. Paut. I think that is a good argument. 

H. M., Jr. Now, my consumer goods—maybe there will be one or two. But 
when you are talking in figures, whether the pressure is thirty-six billion dollars 
or forty billion dollars, what the hell! Nobody can figure them in those figures. 
Lut we know, and I think I am correct—George, have you heard of increase in 
civilian goods for the rest of this fiscal year? 

Mr. Haas. We have revised it since July. 

H. M., Jr. Since October 4, when I appeared before Ways and Means? 

Mr. Haas. I don’t think so. 

Mr. Wuite. What is going to happen to this eight billion dollars that is being 
saved? Are they to be unemployed or producing civilian goods? 

H. M., Jr. Those are two different arguments. 

And then I want to go into this whole talk. “I agree. I don’t think that the 
inflation thing has been done as well as it could be done, but I want to talk about 
this thing that creeps up on you and nobody recognizes it until it is too late; that 
is the history of inflation. This thing is increasing. Last month the cost of 
living went up one and a half percent. In the rest of the world, some places, it 
went up five percent a month. And this, gentlemen, is the thing that I am worried 
about, and it is the only thing I am worried about in the economy picture.” 

Mr. Paut. What was the objection to that argument? It sounds good to me. 

Mr. Suxtxtivan. You had another first paragraph about how this was all to the 
good, and you were surprised but delighted. I think you can amplify that a little 
bit and attract a lot of support you haven’t had. In other words, you have 
been just as much concerned as everybody else. You didn’t know what this debt 
was going to be, but you knew that it would get into pretty nearly unmanageable 
figures. And here is the first break we have had since Pearl Harbor, and here is 
asaving. That is fine. Now, let’s make another savings in that national debt of 
ten and a half, and we have started on the road to get that back where we can 
handle it and where the annual financing charge will not be so large. And when 
you went up there and recommended the ten and a half, you didn’t recommend 
that because you felt that that was what you needed to keep the debt down as 
low as it should be; you recommended that because that was the amount the 
American people could afford to pay in additional wartime taxes, and they can 
still afford to pay that amount. 

Mr. Paut. That is right. 

H. M., Jr. Personally, I am just one in fifteen, but I think on that front there 
is something—on the front that Harry is talking about and Fred Smith is talking 
about, that I could just stand up there and beg for another ten and a half to 
keep the public debt from going up that much—oh, no. 

Mr. WuitTe. Why approach it that way? Why not approach it from the point 
of view, not of making a dramatic plea or anything bordering on it. It is the 
Secretary of the Treasury coming up and saying what he regards as wise policy, 
what he regards as important policy, and the wisdom and the importance lie 
in the fiscal field of collecting ten billion more, because they can afford it, 
because it is desirable on fiscal ground, and because it is fair to those who 
are in the Services. Those are three important arguments. 

Then you can also say that from the point of view of the inflation, nobody 
knows what is going to happen to prices. We know only one thing, that the 


eo ee people have in their pockets to spend, the less danger there is of 
nflation. 
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Your first introductory paragraph about what you are very happy to have 
heard, that is fine. I certainly wouldn’t say I was afraid the debt would become 
unmanageable in proportion, because it certainly wasn’t going to. I wouldn't 
say it was excellent news they were curtailing expenditure, because that may 
not be good news—but that they have bungled the production. I would say 
on the inflation front that we expect there will be more consumers’ goods pro- 
duced, otherwise you will have more unemployment, in which case you have got 
to take that into consideration. You can make a good argument and be restrained. 

H. M., Jr. You are trying to rationalize the consumer goods thing, when it 
isn’t happening. 

Mr. Wuire. The point I am making is when you say they are going to spend 
ten or eight billion less on war goods in the next year, there is one of two things 
which must follow: Either you are going to have more unemployment than 
you expected, or they are going to produce more consumers goods. The rea- 
sonable assumption is you will have a little of each. 

Mr. BioucH. There is a third. The real thing is that the economists just 
didn’t come through with the amount they thought they could get. 

Mr. Wuire. I doubt that. 

Mr. Biovenr. That is what Nelson said last fall—it was going to go up about 
twenty billion dollars. 

H. M., Jr. Wait a minute, Harry, let’s explore that a little bit further. 

Mr. BioueH. Harry says there are two alternatives: First we have more 
unemployment; second, more consumers goods. I think the more probable thing 
is that they expected the economy to produce more than the manpower, mate- 
rials, and so forth, have been there to produce, and that is the reason we have 
a lower expenditure and that is the reason for the deficit. 

Mr. Wuirte. Are you aware of the plants they are shutting down? 

H. M., Jr. I think he is talking facts. 

Harry, you say very wisely this: Less for war, more for civilians or unem- 
ployment. Now, what is the answer. I think he (Blough) has got the answer. 

Mr. Wuire. Let’s examine the answer and the premise—— 

Mr. Haas. I have something, Harry, that might add to the discussion. Colm 
called me, and he has called me several times about it. This figure that was in 
the August revision was an estimate of what they thought the country’s potential 
was, production potential. In other words, it would be a hundred percent war, 
and that was their estimate of what a hundred percent war meant to the country. 
You had this conference over here, and Harold Smith was over, about a month 
ago. Somebody asked him, “Do you think you are going to make those expendi- 
ee figures?” He frankly admitted, “No,” and he just got through issuing the 

udget. 

H. M., Jr. That got back to the President, and the President was angry. 
But the fact remains that Harold Smith was right. 

Mr. Haas. They were estimating the potentials. Colm was to come over 
Wednesday, and got tied up with the revision. He was all disturbed about it, 
because we have to use another basis for estimating expenditure. I want to 
know what their expenditure estimate was to be, because I couldn’t estimate the 
receipts, otherwise. 

We in the Treasury, in our Sources of Funds and all the material we had and 
Dan’s estimating for the Drive and financial requirements have used the exact 
figure which they put out—ninety-two. 

H. M., Jr. I know that, and I am not, also, going to say—because it makes me 
look stumped—that it comes as a surprise. 

Mr. Gaston. And I think you had better look at your statement before the 
Ways and Means to see whether a change in front is necessary. I doubt it very 
seriously. 

Mr. Haas. You take Fred’s statement. When he wrote that statement he 
knew these new figures. 

H. M., Jr. No, he did not. 

Mr. Haas. I thought he did. It sounded like it. 

H. M., Jr. No, no more than White or Paul or I knew it. 

Mr. Haas. That is funny. I read it, and thought he did. Except for some of 
the theatricals—you ought to cut down the inflation part, and you have a good 
statement. 

Mr. Pavut. You have the whole problem of post-war inflation in your shift of 
emphasis. No figure has cut down the individual savings, has approached that; 
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you still have that problem in addition to the one you made about only a small 
reduction in national income. 

H. M., Jr. What I wanted to throw in as a suggestion, in order to make this 
thing on a fifty-fifty basis—fifty revenue, fifty borrowing—I have got to get 
forty-nine billion, which means I have to get eight billion more. What do you 
gentlemen think—instead of saying, “All right, in view of this estimate, instead 
of asking for ten and a half, I am asking for eight’’? 

Mr. Gaston. Iam not. I would use both ends, but I would center on the capac- 
ity to pay, in justice to our own future. 

Mr. PAUL. One more thing is the fact that we couldn’t go above ten on account 
of all the stationary incomes. 

Mr. Gaston. Thatisright. It is a question of capacity. 

H. M., Jr. What Hamilton Fish could have said about me if we had gone the 
original eight, eight. 

Mr. Pauw. That was the individual. 

Mr. Gaston. What I say about the Secretary’s proposal to start with the state- 
ment that there has been a new savings—the new budget summation—and this 
changes the situation; I say it doesn’t change the situation. You ought not to 
dignify it by giving it that importance. You still ought to concentrate on your 
main arguments and review the Budget figures later in the speech; but to start 
out by saying, “Here is a totally different situation, here are the new Budget 
figures,”—it is ruinous to our hopes of getting any additional revenue. 

Mr. Wuire. It is all in how you say it. I certainly think he ought to say that 
this news about a reduced budget is good news to him. How can he say other 
than that, when you are cutting the deficit eight billion? 

Now, you can, however, then go along the line you have proposed. I don’t 
think there is any disagreement on where we are. But I do think you have got 
to play down inflation, because how can you take the position that you have 
taken, namely, an eight billion dollar cut in consumers’ expenditures, practically, 
or a large part of that, and say that even now the situation is as dramatic as this? 

Mr. Pau. What is going to be the national income? 

Mr. WHITE. That relates to the capacity to pay. 

Mr. Pavut. It relates to inflation, too. It relates to the amount in excess of 
available goods, civilian goods. 

Mr. Pau. I wouldn’t do it. 

Mr. Haas. I wouldn’t. 

Mr. Wuire. I think you have to come down, if you make the argument on in- 
flation, because I don’t understand this. If there is more purchasing power that 
worried you—the potential was larger—you have been informed that it is eight 
billion dollars less and you still asked for more, I can’t understand why either 
you didn’t ask for enough before or you ought to ask for less now. I don’t think 
you ought to ask for the same amount. 

Mr. Paut. You know why we didn’t ask for enough before. 

Mr. Wuire. How is he going to answer the question that there are ten billions 
less spent than you knew when you presented us this tax bill? You now tell 
us there is going to be eight billion less spent than when you were going to ask 
for the other. 

Mr. Gaston. That argument is very easy to answer, Harry. We didn’t base 
this on any arbitrary percentage. We based it on the moral ground and the 
prudent fiscal ground that we ought to levy in taxes now all that we can afford to 
pay without disturbing the economy, in justice to the returning soldier, in justice 
to our own future, in justice to the inflationary dangers, the huge amount of 
excess money that is about. We ought to levy all we can possibly levy. 

We said plainly that we first considered income tax schedules of eight point 
eight billions. Then we examined the impact of those and thought they would 
be too heavy. We have adjusted our taxes on the level of what we thought 
was the reasonable capacity to pay and the minimum amount of what our people 
should now pay in justice to their future and the future of the soldiers. And 
that hasn’t changed. 

Mr. Wuire. You haven’t said a word that I wouldn’t accept, and I didn’t think 
we wouldn’t agree with you on. But you are introducing, and the Secretary has 
in mind introducing, something beyond that, and that is to make the big play on 
the inflationary prospects. 

Mr. Wuite. Then I maintain your figures before were wrong; your national 
income figures should have been ten billion larger. 

Mr. Bioven. The figures on the amount needed never were expected to be ten 
and a half biilion. The President approved temporarily, and then changed a 
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budget request which would have called for over twenty billion dollars of taxes 
in enforced savings. 

Mr. Wuite. I still don’t see. Either your national income would have been 
eight or ten billion in August—let’s assume they didn’t make this mistake in 
potential, which is doubtless part of it—then, either there would have been a 
greater inflationary pressure, and your national income should have been larger, 
or the national income should have been the same and your consumer goods pro- 
duced should have been lower. 

Mr. BioueH. George said he was using figures like the Budget was using. 

Mr. Bett. We have been using ninety-two to ninety-four. 

Mr. WuriTe. Then you shouldn’t have been using it. You can’t have an eight 
billion dollar change and have your figures the same. 

Mr. Paut. That is what George did. He suspected the figure. 

H. M. Jr. He suspected it, and ever since Tuesday we have been working on 
something without suspicion. 

Mr. WHITE. How could he do that without being informed? 

Mr. Haas. Evidently we weren’t careful enough to tell him that was changed. 

H. M., Jr. It isn’t only me; leave me out. Paul has been working on his 
statement for two weeks. 

Mr. Pau. That didn’t come into my statement, but I have had many confer- 
ences with Colm going over these figures. 

Mr. Haas. Colm always maintained the other. He called us up and didn’t 
like our using something new. 

H. M., Jr. You fellows remind me of a lot of chefs who are going to prepare 
the dinner and fatten the ox before the dinner. I am the ox. I don’t think 
it tastes as good, but let’s hear it. 

Mr. Wuire. If I understand the discussion, and what you have said, I think 
there is substantially enough agreement so that Fred could now go and draft 
this thing, and with another conference among ourselves, we could draft some- 
thing that could meet with your requirements and agree with us. 

Mr. SmituH. I say you have got to emphasize the two hundred billion dollars for 
mechanical reasons. If you shift the emphasis to what is going to happen this 
year, then they can pull something out of a hat and throw the whole business 
into a tailspin. 

Mr. Wuire. I certainly would never emphasize the two hundred billion, be- 
cause it doesn’t make one iota of difference. 

Mr. SmirH. I mean from the standpoint of paying off; not leaving it for 
the soldiers. 

Mr. Gaston. It is something to stick up there to look at. 

Mr. Buioven. I think it makes a substantial difference, incidentally. 

Mr. PauL. I am assuming it doesn’t; but it still goes big with Congress. 

Mr. Wuire. It seems to me the Secretary can be sound, conservative. 

H. M., Jr. You say ninety-eight percent in a very quiet kind of melodious 
voice. Now tell me what you think it is. 

Mr. Wuite. Yes, I will tell you. I can’t state it better than Herbert stated 
it, which is, I gather, a little less spectacular—emphasis on inflation by elimina- 
tion of some of the paragraphs; an introductory statement somewhat along the 
lines that you stated; the emphasis upon the necessity to get as much as you 
ean, that you would have asked for more before, because you knew it wasn’t 
enough in view of both your alternatives, except that you recognized certain 
practical limits of what you can get, and that that was the practical limit; and 
that the cut in the budgetary expenditures, being desirable, doesn’t alter what 
the American people can pay and what they should pay under present circum- 
stances, because of these various reasons. 

H. M., Jr. Well, let’s see how Herbert would state it. 

Mr. Gaston. Well, I think I went over the main lines. I would go up and 
make the strong appeal for drastic additional taxation. ‘We presented detailed 
estimates to the House Committee calling for revenue of ten and a half billions; 
it is still our opinion that the American people can and should pay that amount.” 

I would use the two hundred billion dollars debt figure that we are facing 
at the end of this next year, a debt of two hundred billion dollars. “It is our 
moral duty to keep that debt to the lowest possible limits. It is our debt to our 
own future, to the future of the men who come back from the war, to keep the 
debt to the lowest; to pay every cent we possibly can without interfering with 
the functioning of our economy. The proposals we make, while they would pinch 
some people, will not cause suffering; they will not lessen the supply of goods 
available to the people of the United States.” 
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Then I would use a little of the inflationary argument, which I think is still 
valid, but not to the extent that it is used in this draft. 

I would revert to the figures after laying out our general position. Then I 
would allude to the figures brought out by the Budget and explain that this, 
being lower than we estimated, doesn’t affect our capacity to pay, and it doesn’t 
affect our obligation to pay all that we can possibly pay, and we still have a great 
inflationary pressure which has been held in check by a variety of controls, but 
which needs to be; there is still some inflationary effect, and we need to apply 
all the tax pressure that we can to reduce it. 

Mr. Pau. I wouldn’t even weaken too much on inflationary pressure, either ; 
it is still there. 

H. M., Jr. Blough, where do you differ? 

Mr. BLovueH. I am right with Herbert on that. 

Mr. BELL. I like that approach, too. I was wondering when you come to the 
Budget figures if you couldn’t say that this ten and a half billion dollar reduc- 
tion only affects one fiscal year, that you still have a large deficit of fifty-seven 
billion dollars, and when you go into the next year, you are going to have almost 
equally as large a deficit, and what you are doing is piling up inflationary fig- 
ures, if they are not effective now, will be. 

Mr. Pau. That is very important—savings figures. 

H. M., Jr. Here is about where I stand now. Do you (Smith) want to get 
out your pencil? 

I think the important thing is this, that the Treasury has continuously been 
studying what they feel is the maximum amount that the economy of this coun- 
try can stand during the war of war taxes; and that we came to the conclusion, 
after very careful study, that they could stand an additional ten and a half bil- 
lion dollars, and nothing has happened in the picture to make us change that 
estimate. 

Then go on and answer that; explain the benefits that come to the economy 
from having additional ten and a half; add inflationary, reduction of public debt, 
so forth and so on. 

Now, where do we differ? 

Mr. Pavt. I think that is all right. 

Mr. Suttivan. There is no difference at all. 

H. M., Jr. Do you have anything? 

Mr. Bet. No. 

Mrs. Kiorz. No. 

H. M., Jr. Surrey? 

Mr. Surrey. I want to add one thing. I think part of the difficulty we have 
gotten into here is due to the fact—I mean, I would recognize that the House has 
turned down the Treasury in a very startling fashion. I don’t think we are going 
to get very far in the Senate. I think the document before the Senate should 
be a sound fiscal document, and not a theatrical document. I would give them 
a statement which I think would stand scrutiny next year as a true picture of 
why we need this money. I would leave out the theatrical, and so forth, and 
just say we have been called upon to reexamine this because of what the House 
did to our program, and then go on to that in a sober statement of what the situ- 
ation is, because I think that will be the only effect of this statement. 

H. M., Jr. Well, some of the theatrical will be good. I like, for instance, the 
part where they quote President Coolidge, the three months before the crash. 

Mr. Pau. I don’t like that; I think you will be accused of politics. It was 
a different sort of economic picture in the ’20’s, it wasn’t inflation. 

Mr. Wuire. You didn’t have inflation in the ’20’s. It depends upon a very 
erudite and technical definition of inflation, which is not the kind of inflation 
you are talking about now. You didn’t have rising prices. 

Mr. Surrey. I think the tone of the document is very important. 

Mr. Pav. But it is all wrong from beginning to end. Certain ideas, I think, 
are very good, but I don’t like the way they are expressed. I think the docu- 
ment is full of tactless statements which will be seriously resented in Congress. I 
think it is too theatrical. 


Mr. Wuirte. I don’t want to be with you on that. I think there are more good 
things in there than there are the others. 
Mr. Gaston. I agree with Randolph. There are some things that need to be 


changed. We make some direct slaps at the Ways and Means Committee. 
H. M., Jr. We tweak their noses too much. 
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Mr. Gaston. They gave no consideration to the fact we are going to have that 
two hundred billion dollars, and so forth. They are accusing them of not look- 
ing at any of the essential facts in the picture. I don’t think we can do that, 
but say we think they gave inadequate attention. 

H. M., Jr. Well, let Fred go into his huddle. Then let Blough and Surrey go 
in by themselves and see what they can do, you see, separately. Do you two 
work together? 

Mr. BLouGH. Fine. Haven’t scratched yet. 

H. M., Jr. I don’t need a finished document. Could I have an outline right 
after lunch again, rather than giving me something you are not satisfied with? 

Mr. BLoucH. We will be ready for you. 

H. M., Jr. I will wait. You people want one kind of tone. I take it Paul 
wants—I am not excluding you, but I want somebody to go to drafting. Let 
Fred and Herbert—do you want to give Fred some talk, or maybe Fred wants 
to consult with you—will you be available? 

Mr. Gaston. Yes, I will be available. 

H. M., Jr. Fred, you consult with Gaston and go ahead. Then we will have 
you fellows. 

Mr. BLoucnH. We can consult with Gaston, too. 

H. M., Jr. You might even consult with me. 

Mr. BioueH. He is a neutral observer. 

Mr. Gaston. I will be available. 

Mr. Paut. The great white father. 

H. M., Jr. It is a terrific shock. I came back in the grandest humor. I was 
never happier than when I left the Hill. Then George coming out with his 
statement was very nice. 

Mr. Haas. That is why I think it is important that you go Surrey’s way. 

H. M., Jr. I don’t know, but there is enough talent here. Let’s approach it. 
Then after lunch if you boys aren’t ready I will go for a walk and come back. I 
warned you all. I didn’t know it would be as bad as this, but I can now see 
where it will be two o’clock Sunday morning before we put the thing to bed. 

You (Mrs. Klotz) had better speak to Norman Thompson. Who does that 
mimeographing? 

Mr. SmitH. Public Relations. 

Mr. Paut. They are all on notice. 

Mr. SmitH. They will be here all day Sunday. 

Mr. Haas. Could I tell you something about this fifty percent, that rule of 
thumb you mentioned up here? These figures which the Budget put out applied 
to the fiscal year ending June 30. When you are considering expenditures from an 
inflationary standpoint, you consider what is ahead of you, rather than behind. 
Roy mentioned, what is the situation going to be by the end of the year? You 
ean have a budget by day or year. At the end of the year the war will be about 
six: then add to that—it will be one hundred ninety-two. I would keep away 
fromit. But the Secretary doesn’t have to be stuck on the thing. 

Mr. Pau. That is very true, George. It is the postwar emphasis. 

H. M. Jr. One thing, in writing the thing, when we talk about increased taxes, 
let’s call them increased war taxes. You don’t call that theatrical, do you? 

Mr. Surrey. No, that is right. 

H. M., Jr. All right, boys. 


Mr. Sourwine. The next, Mr. Chairman, is from book 682, page 
160. The date is December 2, 1943. 

This is a memorandum to Secretary Morgenthau by White on cur- 
rencies to be used by the American military forces, after the open- 
ing of a second front in Europe. White urges that no commitment on 
the use of the currencies be given to the then exiled European govern- 
ments, and the Secretary of the Treasury indicates his agreement by a 
penciled notation. 

Senator Warxrins. What year was that? 

Mr. Sourwine. This, sir, is December 2, 1943. 

I offer that for the record, sir. 

Senator WeLKer. It will be so admitted. 
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(The document was marked “Exhibit No. 39” and is as follows :) 


ExHrB1t No. 39 
TREASURY DEPARTMENT 
INTER OFFICE COMMUNICATION 


DECEMBER 2, 1943. 
To: Secretary Morgenthau. 
From: Mr. White. 

The British Treasury, the Army, and the Exiled Governments are pressing for 
a decision on invasion currency problems. 

We had postponed final discussions and decision until the terms of the French 
currency had been settled. But it now looks as though no further official dis- 
cussions with the French Comite on currency matters are to be permitted to take 
place for the present. We are preparing plates for a French currency without 
waiting for final decision. 

I don’t think we can appropriately postpone a decision with respect to the 
Dutch, Belgian, and other exiled government currency questions. The British 
and the U. 8S. Army and State persist in favoring the use of the local currencies 
which the Exiled Governments have already prepared. We believe we do not 
have enough grounds to insist on an Allied Military currency (similar in character 
to the one used in Italy) in preference to their local currency. I think we ought 
to go along with them. If you agree with this position there remains one ques- 
tion which must be answered : 

1. Shall we ask those Exiled Governments to turn over their currencies to 
us without our making any commitment as to terms or conditions of repay- 
ment,’ or 

2. Shall we do as the British and U. S. Army prefer that we do: namely, 
commit ourselves now to redeem in dollars in the future such local currency 
as are used for the payment of troops without saying anything about the 
remainder of the currency used. 

We in the Treasury prefer procedure (1). I have asked Mr. Fitzgerald for 
an appointment with you if possible before you leave to discuss this matter 


inasmuch as it is getting embarrassing for the Treasury to delay the decision 
any further. 


Mr. Sourwine. The next is item 13, it is from book 682, pages 261 
and 263. The date is December 4, 1943. 

This is a memorandum to Secretary Morgenthau from Harry Dex- 
ter White on the lerid-leasing of silver to India. A letter to Admiral 
Leahy, from the Secretary, follows. It is an interesting question, 
Mr. Chairman, whether this was an indication of delaying tactics by 
White. 

Senator Weiker. Item No. 13 will be admitted at this point. 

(The document was marked “Exhibit No. 40” and is as follows :) 


ExHIBItT No. 40 


TREASUBY DEPARTMENT, 
Division OF MONETARY RESEARCH, 


December 4, 1943. 
To: Secretary Morgenthau. 


From: Mr. White. 
Subject: Lend-leasing of silver to India. 


1. Appended hereto are copy of your letter to the Joint Chiefs of Staff regard- 
ing the lend-leasing of 100 million ounces of silver to the Indian Government 
and their reply thereto. 

2. The reply of the Joint Chiefs of Staff is not very helpful since it merely 
indicates that the Joint Chiefs of Staff have no objection to the lend-leasing of 
silver and that they feel that currency stability in India is desirable. 


ae the margin, opposite this proposal, is the handwritten note: “do it this way. 
M, dr.” 
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NOVEMBER 18, 1943. 
Admiral WILLIAM D. LEany, 
Chief of Staff to the Commander in Chief of 
the U. 8. Army and Navy, Washington, D.C. 

My Dear ADMIRAL LEAHY: The U. S. Treasury has been requested by the 
Government of India to grant its immediate approval for the lend-leasing of 
100 million ounces of silver to the Government of India. The Government of 
India has indicated that this silver wil be used for anti-inflationary purposes. 

The U. 8. Treasury has been studying the situation in India and believes 
that the use of this silver may be of assistance to the Government of India in 
its efforts to cope with the difficult problem of inflation. However, since India 
is a base for military operations in Eastern Asia and since the Government of 
India has given military necessity as one of its principal arguments for the lend- 
leasing of this silver, I feel that the Combined Chiefs of Staff may have an 
interest in this matter. 

Therefore, I would appreciate if the Combined Chiefs of Staff would take 
under consideration the question of whether or not the importance of granting 
this request from a military point of view outweighs the financial considera- 
tions involved. 


If the Combined Chiefs of Staff feel that this matter is of concern to it, 
I would be pleased to receive its opinion as to the desirability of acquiescing to 
the Government of India’s request. 


Sincerely yours, 
(signed) H.MorGENTHAUD, Jr., 
Secretary of the Treasury. 

HDW/ISF/efs 11/19/43 

Mr. Sourwtne. The next item is from book 685, pages 224 and 225. 
And the date is December 23, 1943. 

This is a memorandum to Secretary Morgenthau from White trans- 
mitting a report from one of White’s subordinates on Axis activities 
in Portugal. 

The interesting thing here, Mr. Chairman—obviously the committee 
is not investigating at this time Axis activities in Portugal in 1943. 
The interesting thing here is that by this time, by the end of 1943, Mr. 
White had a worldwide commercial espionage system reporting to him. 
This document is an instance of that. 

Senator Weiker. Can you clarify that a little more? Can you 
show where the document brings that out? 

Mr. Sourwine. Well, this, sir, is a report to White. 

Senator WeLtker. From whom? 

Mr. Sourwrne. From one of his subordinates, a man by the name 
of Wood, who was stationed in Lisbon, and it gives what was then a 
very important and in part highly confidential information about the 
commercial and economic activity in Portugal. 

Senator Jounston. What year is that? 

Mr. Sourwine. That is 1943, sir, in December. 

Senator Wetker. Item No. 14 will be admitted. 

(The document was marked “Exhibit No. 41” and appears below :) 


Exutsit No. 41 


TREASURY DEPARTMENT, 
DIVISION OF MONETARY RESEARCH, 
December 23, 1943. 

To: Secretary Morgenthau. 
Information. 

I think you will be interested in glancing at the appended information which 
has been furnished us by our man Wood in Lisbon. ai ue 

(Mr. White, Branch 2058—Room 214%.) 
Memorandum for the files. 





2390 INTERLOCKING SUBVERSION IN GOVERNMENT 





EcONOMIC INTELLIGENCE FROM PORTUGAL 
PORTUGUESE AXIS RELATIONS 


a. Bank of Portugal has been instructed to open large credits for German 
interests. Portuguese railways have been instructed that shipments to Germany 
are to be given priority over all other traffic. Portuguese justify such conces- 
sions to the Germans on the grounds that they must balance the cession of the 
Azores to Great Britain, in order to prevent German reprisals. 

“Lavish allotments” of tin have been made available for purchase to 
Roumania, Bulgaria, and Hungary, by Portuguese firms. Portuguese justify this 
offer by alleging that Allies refused to accept Portuguese prices and declaring 
that such action was necessary to forestall German reprisals for the Azores 
cession. 

ec. A Portuguese-German agreement on delivery of iron by Germany was con- 
cluded about November 1. Germans insisted on 50-percent cash advance pay- 
ment on each delivery outside the clearing in whatever currency they might 
stipulate. Portuguese buyers refused these terms at first ; however, the Minister 
of Interior, Duque, intervened and informed Portuguese importers that the Portu- 
guese government would guarantee the payments. 

d. It is reported that 200 wagonloads of munitions are to be sent by Germany 
to Portugal, in order to liquidate Germany’s debit balance on the Portuguese- 
German clearing. 

e. The German and Portuguese governments have reached an agreement con- 
cerning supply of wolfram. Considerable shipments are known to have been 
effected. 

f. Germans are making enquiries as to the volume of taxes paid by British and 
U. S. firms in Portugal. 

ITALIAN COLONY IN PORTUGAL 


a. An Italian ship loaded with tin from Spain has been harbored in a Portu- 


guese port. Spain has been pressing for unloading the ship lest she attempt the 
run to Gibraltar. 


b. Italian Minister in Portugal has issued a circular to members of the Italian 
Colony reminding them that Italy is now at war with the Axis and that any 
commercial dealings with the new enemy would be severely punished. 

ce. The Italian Legation is reported to have 30 tons of tin and wolfram in Portu- 
guese ports. The legation commisioned an agent to arrange for its sale. 


Mr. Sourwine. The next item is another example of intelligence 
flowing to W hite. This is also in December 1943. It is from book 
686, pages 104 and 105. The date is December 21, 1943. 

This is a memorandum to Secretary Morganthau from White en- 
closing a report to White from one of his men, a Mr. Ness, and here is 
political rather than economic intelligence. This particular report 
concerns the then recent coup d’etat in Bolivia. It is high-level inside 
dope and indicates the type of political intelligence that White had 
flowing to him at the end of 1943. 

Senator WeLker. Item No. 15 will be admitted. 

(The document was marked “Exhibit No. 42” and appears below :) 


ExHisit No. 42 


TREASURY DEPARTMENT, 
DIVISION OF MONETARY RESEARCH, 


December 22, 1948. 
To: Miss Chauncey. 


The Secretary may be interested in glancing at this. 


H. D. W. 
(Mr. White, Branch 2058—Room 214%.) 
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TREASURY DEPARTMENT 


INTER OFFICE COMMUNICATION 
DECEMBER 21, 1943. 
To: Mr. White. 
From: Mr. Ness. 
Information. 


These aspects of the coup d’etat in Bolivia, some of which are reported in the 
Times this morning, are significant : 

I. Nature of the Revolutionary Group—The MNR (Movimiento Nacional Rev- 
olucionario) is a national, totalitarian party with pro-Axis leanings. It opposed 
the Bolivian declaration of war; its official newspaper has until recently been on 
the proclaimed list; and its adherents include persons associated with the late 
pro-Nazi President, Germéin Busch. The leaders include members of the army 
(majors, as compared with Argentina’s colonels). The party is pro-Argentine, 
and Victor Paz Estenssoro, the civilian chief, returned ten weeks ago from a visit 
to that country. It is a minority party, though powerful. It was some time ago 
reported to have 7,000 affiliates. 

II. Organization of the Government.—Paz Estenssoro has taken a subordinate 
office, the Ministry of Finance (in which he was undersecretary in 1932, 1985 
and 1937), and the Presidency has been given one of the military men: Major 
Gualberto Villarroel. The Ministries of Foreign Affairs, Interior, and National 
Economy have been assumed by, respectively, José Tamayo, Major Alberto 
Taborga, and Gustavo Chacon. I have no information on any of them, but it 
may be significant that Interior is headed by an army officer. 

III. Record of the MNR.—On the face of things the MNR is not to be iden- 
tified as rightist. It is nationalist. It has sought an outlet to the sea (long a 
national aspiration), and has in the past used this issue against Penaranda. It 
speaks of “Bolivia for the Bolivians,” and has consistently condemned the big 
mining companies. Paz Estenssoro’s Chamber of Deputies speeches on the Catavi 
mine murders forced the Penaranda cabinet to resign in September. MNR has, 
finally, berated the Government for its handling of the U. S. purchase contracts. 

The new Government assumes Office with protestations of United Nations and 
hemisphere cooperation (much as did the Ramirez group in Argentina) and with 
assertions that it will “give back the people their civil rights.” I think we are 
entitled, however, to misgivings. The party is totalitarian, pro-Argentina (as 
Argentina is now governed), pro-Nazi, anti-American, and it is a military govern- 
ment. I predict that if, as seems probable, it manages to stay in office it will go 
the way of the Ramirez regime. Any overt acts of rapprochement with that Gov- 
ernment will, of course, constitute evidence of such a trend. 


Mr. Sourwine. The next is from book 693, pages 136-137 of the 
diaries, and the date is January 12, 1944. 

This is a telephone conversation between Secretary Morgenthau and 
Harry Dexter White on British economic measures with respect to 
Portugal. The interesting thing here, Senators, is that, as will be 
noted, White gets the job of communicating the Treasury’s position 
to the British. 

Senator Wetker. Item 16 will be admitted. 

(The document referred to was marked “Exhibit No. 43” and ap- 
pears below :) 


Exurpit NO. 43 


JANUARY 12, 1944, 4:35 p. m. 

H. M., Jr. Hello, Harry. 

Harry WuHire. I’ve just read that note from Cordell Hull on the Portuguese 
gold. 

H. M., Jr. Yeah. Well, you could—who do we notify now? 

W. Well, notify the British that we have no objections. 

H. M. Jr. I think you ought to do it in writing, Harry. 

W. Isee. 

H. M., Jr. Prepare a little letter and I'll sign it tomorrow. 

W. Well, if it’s a letter from you it would have to be to the Exchequer. Uh— 
do you want to make it that important? 
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Hi. M.. dv. Well... 

W. They only asked for our comment. They didn’t even ask for our approval. 

H. M., Jr. Well, then you—who would you write to? 

W. I would—wouldn’t—well, ordinarily I would have notified their represen- 
tative here who is Crow, who has been left here, who would cable. Or we could 
cable to Cassidy. I think the—the—either course would be better thana... 

H. M., Jr. Lagree. I agree, but I want it in writing. 

W. Oh. Well, I’ll confirm it with a—through a letter to Crow from me. 

H. M., Jr. Okay. 

W. And I don’t—there’s no other action possible on the basis of these two letters 
that we’ve got from those two, although Neff, from the Army Department, told 
me that he thought they would welcome this opportunity to try to get some bases 
down there in Portugal. 

I, Beg ea- DOR d eos 

W. However, there’s nothing left for ustodo. I'll take care of it. 

H. M., Jr. Hello. 

W. Yes, sir. 

H. M., Jr. The only thing is, I might take a minute to call up McCloy because 
McCloy has personally told me he wanted to use this opportunity to get a base. 
Supposing... 

W. Yeah, why don’t you do that, because I don’t know to what extent he repre- 
sents the views of the Army on this. 

H. M., Jr. I'll call up McCloy right now. 

W. And then I'll wait ’till you let me know. 

H. M., Jr. Aren’t you feeling well? 

W. Yeah. All right. 

H. M., Jr. Because you didn’t inch in on me and bring up some other matter. 

W. [Laughs.] Oh, boy, there’s enough. 

H. M., Jr. All right. 

W. No, I remember a lesson for about a month anyway. 


H. M., Jr. Well, that’s about twenty-nine days longer than I remember them. 
W. Okay, sir. 


H. M., Jr. All right. 


Mr. Sourwine. The next item is from book 696, pages 106-111, 
and the date of January 27, 1944. 

This is a letter from the Acting Secretary of War, then Robert P. 
Patterson to Secretary Morgenthau, dealing with airplane construc- 
tion in Canada, which the Secretary refers to White. 

It is interesting that the Secretary’s referral slip says, “Original 
to White, photostat fo Mr. Bell.” 

There is connected with this, Mr. Chairman, a four-page chart 
which deals in some detail with individual Canadian firms. I see 
no reason to make that public as a part of our public record, and 
I ask that the first page of the document be ordered into the record 
and that the other pages, which are here for the information of the 
committee, remain in the committee files. 

Senator WeLKer. It will be ordered that the first page of the docu- 
ment, Item No. 17, be inserted as a part of the record at this point. 
The remaining part will remain in the committee files for the benefit 
of the committee. 

(The document referred to was marked “Exhibit No. 44” and is as 
follows:) 

ExHrsit No. 44 
Orig. to Mr. White 1/27. 
Photostat to Mr. Bell 1/27. 
[Confidential] 


Wak DEPARTMENT, 
Washington, January 25, 1944. 
The Honorable, The SECRETARY OF THE TREASURY. 
Dear Mk. SECRETARY: With reference to your letter dated 14 December 1943 
I am enclosing two copies of a statement showing the status of all outstanding 
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contracts placed in Canada by the Army Air Forces and giving estimates of 
undelivered portions of each contract as of December 31, 1943. 

Your attention is invited to the fact that on 11 January 1944 the Army Air 
Forces directed the cancellation of the following contracts, which are listed on 
the attached schedule, in accordance with a formal request dated 6 January 
1944, from the President of War Supplies, Limited : 

W 535 ac-30109 
W 535 ac-30110 
W 535 ac-31737 

The dollar value of the cancelled portions of the above contracts will be 
approximately $12,000,000.00. Accordingly the total of column nine on the 
attached schedule is reduced from $14,418,804.62 to $2,416,804.62. 

Attention is invited to the fact that contract W 33-038 ac-1072 with War 
Supplies, Limited in the amount of $9,855,300.00, covering the procurement of 
300 C-64A airplanes, to be manufactured in Canada for delivery to the United 
States in fulfillment of a requirement of the Army Air Forces for airplanes 
urgently needed in Iceland, Greenland and Alaska, was approved 10 January 
1944 and does not appear on the attached schedule. It should be noted, however, 
that negotiations for the placing of this contract in Canada were based upon the 
importance of utilizing available facilities, and upon a definite need by the 
United States for these airplanes, rather than upon the basis of financial con- 
sideration. 

In view of the importance of furnishing this information at the earliest date, 
I am transmitting in installments the information which you have requested. 
Similar information with regard to contracts placed in Canada by other agencies 
of the War Department will be forwarded as soon as received. 

Sincerely yours, 
RoBERT P. PATTERSON, 
Acting Secretary of War. 


Mr. Sourwine. The next item is from book 698, pages 140 to 152, 
and the date is January 31, 1944. 

This was a meeting resided over by Secretary Morgenthau dealing 
with pending tax batlasion. Mr. White, in the course » of the meetin 
urged that President Roosevelt threaten a veto, and expressed his 
opinion of the 78th Congress. 

This is an interesting document for several reasons. In this docu- 
ment the Senators will find a very interesting variation of the pari- 
mutuel system when these high-level Treasury people made up a pool 
cy whether or not the President would veto the tax bill, and it is 
probably the highest ranking office pool on record. 

The committee probably will be especially interested in Mr. White’s 
views of the 78th Congress. He was differing with other members of 
the group, and he said: 

I am afraid mine— 
meaning my opinion— 
differs a little. I think the bill should be vetoed. I think the President could 
gain stature. The assumption is it would be accompanied by a proper declara- 
tion as to why it is being vetoed. Randolph’s suggestion seems to be a good one, 
that he would pass it if such-and-such were the case. It seems to me that I don’t 
quite see the trouble that would follow, except it would be a slap at Congress. 


This is a lousy Congress and deserves to be slapped. I can’t quite see how that 
will affect the election, except beneficially. 


Senator Wetker. Item No. 18 will be admitted as part of the record. 


(The document referred to was marked “Exhibit No. 45” and 
follows :) 
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ExHIBit No, 45 


JANUARY 31, 1944, 3:15 P. M. 
Tax BILL 


Present: Mr. Gaston, Mr. Paul, Mr. White, Mr. Smith, Mr. Sullivan, Mrs. 
Klotz. 

H. M., Jr. I have this thing here. The meeting is entitled, “You Can’t Have 
Your Cake and Eat It Too.” Somebody can tell Mr. Bell this. You can, Paul. 

Mr. Pau. Did you get Byrnes? 

H. M., Jr. Yes. Let me finish. Mr. Patterson wants me to go all out to ask 
s$yrnes to ask the President to authorize Byrnes to tell the Congress he will 
veto this bill because he doesn’t like the renegotiation part. 

Mr. Paul wrote me a note saying if they fix it up so the renegotiation is all 
right, and the tax is all right, don’t go overboard so we can again say to the 
President, “We still want it vetoed.” Is that exaggerating? 

Mr. PAauL. No, that is a very bad dilemma. 

H. M., Jr. You say, “I agree that something should be done here, but I hope 
the matter will not be handled in such a way as to give an assurance of no veto 
if the renegotiation situation is cleared. 

“In other words, I think the door should be kept open for a veto on the tax 
front alone.” 

Well, I got Byrnes immediately. I had no trouble getting him. I told him 
that Patterson wanted me to do this thing, but you have raised this question. 

Mr. Gaston. It is a very proper question to raise, because you can’t demand 
that they change the renegotiation and then veto it, anyway. 

(Mrs. Klotz entered the conference. ) 

H. M., Jr. He came back and said, “Where do you stand?” 

So I said, ‘Well, quite frankly, I haven’t yet crossed that bridge.” I mean, 
I was playing fair with the position that you (Paul) have. I said, “I am a 
little bit inclined to feel that if they do fix up the renegotiation, it does put us in 
a rather unfortunate light; after trying for ten and a half we say we don’t 
want two and a half, even though Paul and his people tell me there are a lot 
of escape clauses in there for special pleading of business. I said, “It is a very 
difficult position that I find myself in.” 

“Well,” he said, “I, of course, don’t like to threaten on behalf of the Pres- 
ident; and I think, the way I feel, if they do fix this thing up, we ought to 
let it go through and then ask for some more.” 

So I said, “Well, it would be perfectly proper for you to press me for an answer, 
which you haven’t, but I will try to give you an answer.” 

He said, “I was up to date until Saturday. LaFollette called me this morning. 
I tried to call him, and couldn’t. Now I will put in a call for LaFollette. As 

soon as I get him, I will call you back” 

Now, I haven’t called Patterson back yet. Oh, yes, I did say—I was just as 
fair as I knew how to be—“Do you want to see anybody ?” 

He said, “I don’t think there is any sense in my seeing anybody.” 

Mr. PAuL. He said that? I don’t think there is any time, anyway. 

H. M., Jr. So I said, “I believe time is short.” 

He said, “I will try to find out from LaFollette where the thing stands.” 

Now, this is Morgenthau speaking, not over the radio. I said, “I don’t think 
LaFollette is the very best person to advise us on the tax bill, because I have 
been at this thing a number of years. When a thing gets tough, Bob has never 
played it straight across the table on the tax bill. He has always done some- 
thing funny.” Is that right, John? 

Mr. SULLIVAN. Well, you always were a bit uneasy about him. 

Mr. PAwuL. I don’t think he has. 

Since when did you get this extension on your cigarette? 

Mr. SuLiiIvaANn. I am surprised; I have been smoking this for thirty-five sec- 
onds and I haven’t had any remarks. 

Mr. SMITH. Not a radio artist ; that’s the trouble. 

Mr. SuLLIVAN. I was given this in New York. 

Mr. WHITE. It becomes your name. 

Mr. SULLIVAN. It is one of these things with a filler. I have smoked five cigar- 
ettes on this filler. It was white when I came in. 

Mr. Gaston. It is a wonderful demonstration. 

Mr. SULLIVAN. I am going to use this faithfully until Wednesday afternoon 
and then put it in the drawer and forget it. 


” 
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Mrs. Kiorz. He smokes a lot. 

H. M., Jr. That is enough. I remember— 

Mr. SULLIVAN. I smoke less than a pack a day. 

H. M., Jr. Well, here is the point: I would just like to state my position, and 
anybody can argue with me. I will have to stop at a quarter of four. I think 
I ought to call Patterson back. This is just me, but without talking to any- 
body I would like to tell you how I feel. I am open to suggestions. I certainly 
played fair, didn’t I? 

Mr. Pau. Yes. Of course, I don’t think that it would do much good to do 
what Patterson wants done. I think the situation in the Conference Committee 
is such that they are just about going to do what they want to do. They have 
made every concession they will ever make to us, and they are hell-bent on get- 
ting those renegotiation amendments the way they want to. I don’t think it will 
do much good. If we have to compromise, I am a little afraid to do that, because 

H. M., Jr. Look, though, you can’t say to a fellow, “Straighten this thing out, 
or else.” Then he straightens it out, and you can’t come back to him and say, 
“Straighten it out all over again, or else.” 

Mr. Gaston. Not unless you are a Nazi. 

Mr. Pau. I told Patterson. Patterson's desires are completely fulfilled if the 
bill is vetoed, because he is satisfied with the present law. 

H. M., Jr. But I have to answer him. Which is more important, to get the re- 
negotiation fixed up and then let the bill go through, or not put up another fight 
on the renegotiation and then say to the President, “It is no good, anyway’’? 

Mr. SuLLIvAN. I would be for fixing up renegotiation if you can. I agree with 
Randolph, that time is awfully short, and I doubt how effective any kind of 
threat is going to be. 

I think in ordinary times you would very seriously consider a veto. I think 
there is something else in the cards right now, in this year of 1944, that you want 
to consider, however good, or however bad the bill is. If, after the Congress has 
been battling with it for five months and it has received all the publicity this bill 
has, then to veto it is a demonstration of administrative futility which isn’t 
going to help at all in November. We all know about the relief provisions; we 
know how unconscionable many of them are, but there aren’t one hundred and 
fifty people in the country who know it. 

H. M., Jr. I personally feel this way—this is where I think I differ from Paul, 
that if the President should veto the two billion plus of revenue that is there, 
I think he puts himself in a very weak position. 

Mr. Sutiivan. SodolI. I haven’t discussed this. 

Mr. Pau. He could veto it with a message which said that he would immedi- 
ately sign the joint resolution with the excise provision and the same corporate 
ratings. And that is all there are. They have the bill all worked out. For 
instance, excises are all decided on, increased excises. So he could say in his 
message, “If you gentlemen pass these excises in the form of joint resolutions,” 
which they could do the next day, “I will sign it.” Then it wouldn't have all 
the other things in it. It depends very much on what is in on renegotiation. I 
think that if the thing goes through the way the renegotiation is now heading, 
he will have to veto it. 

H. M., Jr. We don’t know yet. 

Mr. Pau. Of course, we are trying to prevent those things by threatening a 
veto, but I don’t think they will make enough changes, whatever the President 
does, to make the bill satisfactory from the standpoint of veto. I think the 
President is going to be in the situation whatever he does of having to consider 
very seriously a veto, because of the bad tax, and also the renegotiation. 

H. M., Jr. But Patterson said he would call me up yesterday because you 
urged him to. 

Mr. Pauw. I urged him to call you, yes. I told him yesterday that I didn’t want 
to get myself in this position. I made the point to him that I made to you. 

H. M., Jr. He didn’t pass on that. 

Mr. Pavt. I wanted him to call you because he is the principal one concerned 
with renegotiation. 

H. M., Jr. Herbert, how do you feel? 

Mr. Gaston. Well, I think the presumption is in favor of signing the bill. I 
would’hate to have it come to the situation where he has to veto the tax bill, after 
all this struggle and work, and so forth. I think it would have a bad effect, but 
we certainly would be foreclosed—we certainly could not veto if we made an out- 
right demand that they change these renegotiation provisions, or it would be 
vetoed ; then he would have to sign it if the renegotiation provisions were changed. 
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H. M., Jr. But the immediate thing before us—excuse me—is Patterson’s wish 
that the President send a message up that he will veto it unless the renegoti- 
ation clauses are satisfactory—acceptable. Do you think he should do that? 

Mr. Pau. That is the immediate question. 

Mr. Gaston. Yes. No, I don’t think he should do that. I don’t think he should. 
I think he should leave his position open, because I think we have got, so far, 
practically under the threat of veto, as far as we have and I don’t think there is 
any good in keeping on threatening. I doubt if it would have any effect. 

H. M., Jr. On the renegotiation? 

Mr. Gaston. Yes. 

Mr. Pau. If it doesn’t have any effect, that leaves us free, because they haven't 
fixed up the renegotiation. 

H. M., Jr. That is skating on too thin ice. 

Mr. PavuL. It is pretty thin ice. 

Mr. SuLiivan. What do you think the chances are that such a threat would 
produce? 

Mr. Pavt. I don’t think anything will produce that. I think they are hell bent 
on that. 

H. M., Jr. Harry, have you an opinion? 

Mr. Wuirte. I am afraid mine differs a little. I think the bill should be vetoed. 
I think the President could gain stature by vetoing. The assumption is it would 
be accompanied by proper declaration as to why it is being vetoed. Randolph’s 
suggestion seems to be a good one, that he would pass it if such-and-such were 
the case. It seems to me that I don’t quite see the trouble that would follow, 
except it would be a slap at Congress. This is a lousy Congress and deserves to 
be slapped. I can’t quite see how that will affect the election, except beneficially. 

Mr. PauL. That is the same view I had. 

Mr. Gaston. He is expressing John’s view. 

Mr. WuitTe. Excuse me. If it is the same view, fine; which would lead to the 
other conclusions that Patterson certainly ought not to make that qualification, 
in any case. 

Mr. Paut. That is the view of Vinson. I mean, he doesn’t know about this 
particular proposition, but he wants to veto ex-renegotiation. 

He thinks it should be voted on the tax front, alone. Sam Rosenman—I just 
talked with Sam Rosenman and told him about some of the tax bill end of it, 
and about the renegotiation. He said he thought the President would be de- 
lighted to veto this bill. That is the way he put it. 

Mr. Wuire. I think the Congress would immediately have to revamp something 
which the President could sign, and that would be a victory for the President. 
Surely, Congressmen will be bitter about it, but I don’t see that they are doing 
anything to help the Administration. 

Mr. Pav. Patterson says they can’t possibly pass the bill over his veto, 
except by fixing up the renegotiation. McKellar says he has plenty of votes. 

H. M., Jr. Fred, have you some opinion? 

Mr. SmitH. The only opinion I have, for what it is worth, is that, assuming 
that the public is going to know that this threat has been made, if the threat is 
made now, it will be a threat having to do with renegotiation, which is all right, 
and which has all of the people behind it. I mean, it is a good political thing 
to be fighting for. He is on the right side of that. 

If he waits and then vetoes the bill, the renegotiation end of the bill is not 
so closely identified in the minds of the average person, as the tax end. So 
he will be in a position of vetoing a tax bill.after you have said that we need 
ten and a half billion dollars; you have said we need fourteen billion dollars 
in War Bonds, so if we can’t have that, you are not going to take anything. 

I think if a veto, or a veto threat has to be made public, it would be better 


to make it public on the basis of the renegotiation, rather than on the basis of 
the tax bill. 


Mr. Pau. You would later. 

Mr. SmirH. But they won’t get that. When he vetoes the bill, he vetoes the 
tax bill. When he threatens, he threatens the renegotiation end of the tax bill, 
and all the publicity will be about renegotiation instead of taxes. 

Mr. Wuite. The veto isn’t because itis two and a half billion dollars; it 
is because it is two and a half billion got in the wrong way. 

Mr. SmitH. That is too hard to sell on the other end of the line. 


Mr. Gaston. I don’t understand that this threat of a veto is going to be a 
public matter. 
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Mr. PAvt. It couldn’t be made public. , hI 

Mr. Situ. I don’t know—wouldn’t it become public? Wouldn’t Congress 
make it public? ( 

Mr. Pavt. That is the last thing they would do if they are going to yield 
o it. 
: H. M., Jr. Mrs. Roosevelt is so interested in West Virginia—the miners. What 
is the name of that place down there where they started this thing for the miners, 
and everything? 

(The Secretary asks Mr. Shaeffer for copy of the President’s Arthurdale, West 
Virginia, speech) 
H. M., Jr. Do you know that place? Mrs. Roosevelt has taken such an interest 
in it. 

It is a tax speech attacking Pat Harrison, and everything else, on taxes. 

Mr. SULLIVAN. Wasn’t that undistributed profits? 

H. M., Jr. It is the only time he ever has done something like that. 

Mr. SULLIVAN, He did it late, then ; the boat had sailed. 

H. M., Jr. That is the point, because he always comes back and says, “I don’t 
want to influence Congress,” and this and that. But he did it that time. 

Mr. SULLIVAN. That was very costly. That was before I was here, but I heard 
an awful lot about it. 


H. M., Jr. And then, somehow or other, out at Burning Tree he heard I had 
nothing to do with it. 

After two years he came and told me he was wrong. But I couldn’t tell him it 
was the President’s own idea. For two years he wouldn’t talk to me. 

Let me do this: I have to stop now—let me call up Bob Patterson and say I 


called Byrnes. I got Byrnes, Byrnes is going to call LaFollette and call me 
back, and that I have raised this question—— 


Mr. Paut, I raised it with Patterson. 


H. M., Jr. I don’t know what the answer is. My own feeling is, I feel the way 
I felt after I talked to him yesterday. Smith has put it in better language, that 
I think, from the standpoint of the public, I think he is on much better ground 
not to do any threatening on the renegotiation than he is on the taxes. 

Mr. Pauw. He can’t. He hasn’t got that choice. 

H, M., Jr. Well, he can threaten once, 


Mr. SmirH. He can threaten now on the basis of renegotiation. 

Mr. Pau, This thing is going to be done by five-thirty today. 

Mr. SmrrH. The less trouble he gets into, for my dough, the better. If this 
can all be done without publicity, that is fine. For once I am in agreement with 
Byrnes, that if you can threaten them and if it does fix your renegotiation at 


all, you have made a profit. Then let the bill go through and go after some more 
taxes. I don’t think you ought to veto the tax bill. You are losing money all the 
time. 


H, M., Jr. It is awfully hard to say veto the tax bill, because you don’t know 
how many bad features it has in it until you see it. 

Mr. Paut. I know practically everything about it now. I didn’t know they 
had been taking them out in the last couple of days. 

H. M., Jr. Do you know now? 

Mr. Pavut. Yes. 

H. M., Jr. Is it very terrible? Are there many escapes? 

Mr. Pau. There are quite a number. Two or three of the worst have been 
taken out in the last couple of days—the railroad one and the Alvord-gang one. 

Mr, Wuirte. I thought those were still in, Randolph. 

Mr, Pavut. No, they got scared. 

Mr. Waite. Then the—— 

Mr. Pavur. Social Security is out of that. That bill has about half a billion 
of revenue, now, 

Mr. Gaston. I think it is rather pointless to talk about the Social Security, 
to deduct that from the yield of the bill, because that is going to be deducted 
anyway. If this bill is vetoed, they will immediately slap through a resolution 
stopping that one percent increase in Social Security. That is lost, anyway. 

Mr. Pavut. Yes, but that makes it less than the two billion, three bill. 

Mr. Gaston. Yes, but that part is gone, anyway. 

H. M., Jr. You are deducting that? 

Mr. Pavt. The bill is two billion three. Now take off a billion, four that comes 
out on account of the Social Security freeze; that leave nine hundred million. 
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H. M., Jr. You mean on the assumption it would have gone up if you hadn't 
frozen it? 

Mr. Paut. Yes, it is an existing law, and this bill knocks it out. 

So then that leaves nine hundred million. Now, I will take off three or four 
hundred million from that on account of relief provisions and I would say a 
rough approximation is now, with some of these other things out, that the bill 
produces half a billion dollars and no more. 

H. M., Jr. Well, I don’t have to tell you how lousy I think the bill is, or how 
badly I feel about it. But it is no longer a question of how I feel about it, but 
a question of how the President feels about it, and I am willing to get a hat pool 
up here—— 

Mr. Pau. Hat pool? 

H. M. Jr. Yes, everybody put in twenty-five cents for whether he will veto 
or whether he won’t, see? I don’t take money. Anybody who wants to get 
down—I will put down veto, and I will put down the names and a quarter, see? 

Mr. WuirTe. Will each win a nickle? That is all there will be to divide. 

Mr. SmirH. Doesn’t the winner get a hat? 

Mrs. KiorTz. It is in the hat. 

Mr. Pau. I was so excited I dropped my money. 

Mr. Smiru. I don’t think it will be vetoed. I say he will sign it. 

H. M., Jr. If it becomes a law, that will be the same as signing. 

Mr. Gaston. The question is veto or not veto. 

(The Secretary makes a list of the names) 

H. M., Jr. You (Smith) are for not veto. 

Mr. SuLtivan. And Sullivan. 

Mr. Wuite. And White. 

Mrs. Kiorz. And Klotz. 

Mr. Gaston. I don’t think he will veto it. 

Mr. PAu. I will get on the veto side. 

Mr. Wuirte. He is betting four to one. 

H. M., Jr. I am non-veto. 

Mr. Gaston. This is not a matter of advice, this is a matter of guessing as to 
what he is going to do. 

Mr. SuLiivan. Of course, if renegotiation is too bad, Randolph will win a dol- 
lar and a quarter here. 

Mr. Gaston. Even assuming he will not veto the bill. 

Mr. Pau. Make it a dollar. 

H. M., Jr. You see how these fellows multiply so rapidly. 

Mr. Pau. Who is the stockholder? 

Mr. Wuire. Let Mrs. Klotz hold it. 

H. M., Jr. This is the way from now on, there is no more talking. I don’t 
want to hear your réasons. This is the way to settle these arguments. 

Mr. Gaston. But I still don’t like the idea of his telling Congress that he is 
going to sign the bill if they make some changes. 

Mr. Wuite. I am glad to see that display of confidence in your Chief 
Commander. 


(The Secretary [thereupon] holds a telephone conversation with Judge 
Patterson, * * *.) 

Mr. Sourwine. The next item, Mr. Chairman, is from book 708, 
page 255, and the date is March 10, 1944. 

This is a memorandum to Secretary Morgenthau from White on 
Swedish exports of iron ore to Germany. The committee will find it 
interesting, I believe, to note how, in the course of this memorandum 
which purports to be strictly factual, White manages to discount re- 
ports of proallied sympathy of Sweden and to convey an impression 
that Sweden is antially. 

Senator We.ker. Without objection, item No. 20 will be admitted. 


(The document referred to was marked “Exhibit No. 46” and is as 
follows:) 
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ExHIBit No. 46 
INTER OFFICE COMMUNICATION 


TREASURY DEPARTMENT 
Marcu 10, 1944. 
To: Secretary Morgenthau. 
From: Mr. White. 
Subject : Swedish Exports of Iron Ore to Germany. 

(1) Sweden exported 8.6 million metric tons of iron ore to Germany in 1942, 
and 10.2 million tons in 1943. Sweden had agreed with us not to exceed the 
figure of 9,900,000 tons but actually did exceed the ceiling by almost 5%. The 
total for 1943 was the highest since 1939. 

(2) The German-Swedish Trade Agreement for 1944 provides for a reduction 
in iron ore exports from 10 million tons to 7 million tons and for a reduction of 
more than 50 percent in exports of ball bearings (from $10.7 million to $5 million). 
Conversely, German exports of coal and coke to Sweden will be reduced by ap- 
proximately 20 percent. 

(3) The real reason for the reduction in Swedish exports to Germany appears 
to be the difficulties of receiving payment through the clearing and of receiving 
stipulated imports of coal, rather than Allied pressure or a desire to make a 
gesture of pro-Allied sympathy. 

(4) Swedish exports of ball bearings to the Nazis were to be held to normal 
exports, i. e., those in 1988. This figure was in the neighborhood of 4,000 metric 
tons. Actual shipments in 1942 were 7,600 tons. For 1943, Sweden agreed to 
keep the value of ball bearing exports the same as those in 1942. Actual ship- 
ments in 1943 showed a 10,000,000 kroner increase. The largest increase in ball 
bearing shipments took place after the first Schweinfurt raids, or specifically, the 
last 4 months of 1943. 


Mr. Sourwine. The next item is from book 712, page 51, March 20, 
1944, and there is a memorandum by White on a luncheon meeting 
which he had with Secretary Morgenthau to discuss French funds. 
This is of interest, among other reasons, because the Secretary did 
not have many luncheon meetings for the purposes of discussing busi- 
ness. This is one of these few, and he had it with White. 

Senator WELKER. Without objection, Item No. 21 will be admitted. 

(The document referred to was marked “Exhibit No. 47” and is as 
follows :) 


Exursit No. 47 


LUNCHEON MEETING WITH THE SECRETARY, MONDAy, Marcu 20, 1944 


I discussed with the Secretary the proposed letter to Stettinius that the North 
African Government use assets of the French Government in paying for civilian 
goods imported from the U. 8. to North Africa. The Secretary approved the 
letter. I also called his attention to the statement made by the State Department 
that we had urged the French Government prior to its collapse to send its funds 
to this country for safety. I told him that we had no record of any such promise 
or conversations and that nobody here remembered any such promises nor did the 
State Department have any evidence of it. I asked whether he had ever made 
any such commitment to the French Government and he said definitely not. 


H. D. WHITE. 


Mr. Sourwine. The next item is from book 712, page 183. The date 
is March 17, 1944. 

This is a memorandum to Secretary Morgenthau from White on 
lend-lease silver to E thiopia. This is of particular interest, Senator, 
because it shows White’s capacity for wrapping up a package and 
leaving no looseends. He made things easy for the Secretary. 

Senator Wetker. Without objection, item 22 will be admitted at 
this point. 
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(The document referred to was marked “Exhibit No. 48” and is as 
follows :) 
ExHIsit No. 48 


TREASURY DEPARTMENT 


INTER OFFICE COMMUNICATION 

Mar. 17, 1944. 
To: Secretary Morgenthau. 
From: Mr. White. 

Ethiopia has requested the lend-leasing of 5,430,000 ounces of silver for coinage 
purposes. The lend-leasing of this silver has been recommended by the State 
Department and approved by the War Production Board. When the Ethiopian 
vice-minister was here last summer, we went over the need of Ethiopia for estab- 
lishing a new currency and coinage system. To start their new coinage they will 
need this amount of silver for their silver coins. The amount requested is rea- 
sonable and a new coinage system for Ethiopia is imperative. 

The attached documents include a letter addressed to you by the Acting Min- 
ister of Finance of Ethiopia requesting the Treasury to recommend the lend- 
leasing of this silver to Ethiopia. There is also a letter to Mr. Crowley under- 
taking to return the silver to the Treasury under the lend-lease arrangements. 

If you approve, you will want to send the attached letter to Mr. Crowley. 
There is also a letter of acknowledgment from you to Mr. Acheson. 


Mr. Sourwine. The next item is from book 719, pages 212 and 213, 
and the date is April 8, 1944. 

This is a memorandum to Secretary Morgenthau on a meeting with 
M. Jean Monnet, the French financial adviser, to discuss currency 
problems. White explains that although Under Secretary Bell’s name 
was also on the memorandum, White has been unable to show it to 
him. That explanation appears on a separate sheet for the Secretary 
covering the memorandum itself. 

Senator Wetker. Item 23 will be admitted at this point. 

(The document referred to was marked “Exhibit No. 49” and is as 
follows :) 

EXHIBIT No. 49 


TREASURY DEPARTMENT, 
DIVISION OF MONETARY RESEARCH, 
April 8, 1944. 
To: Secretary Morgenthau. 
Mr. Bell has not seen the attached memorandum. Since he is going to be away 
for a week or so, I am sending it on to you. 


H. D. W. 
Aprir 8, 1944. 
To: Secretary Morgenthau. 
From: Mr. Bell and Mr. White. 


Mr. Monnet and other members of the French financial delegation here in dis- 
cussions with us have stressed the urgent need for currency they would have if 
and when they began operating on Metropolitan French soil. Since local supplies 
of currency are likely to be inadequate, the only source of additional currency 
during the first few months of a new French Government’s administration would 
be from stocks we or the British print and stockpile. 

We think it would be entirely satisfactory from our point of view to accede 
to the French Comite’s request that we print the additional amounts of military 
francs for the possible use of the incoming French government provided the fol- 
lowing conditions are agreed upon: 

1. The French Comite (or their successor) will pay the full costs of print- 
ing and shipping. 

2. The currency will be held in the U. S. Treasury vaults until such time 
as _ —_ U. S. authorities permit its release to appropriate French 
authorities 


The French Comite have already agreed to both of these conditions. 
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Since the Bureau has almost completed the Army’s order for French currency, 
it could easily continue turning them out until enough of a reserve has been 
stockpiled to meet the Comite’s request. 

If you agree we should inform the Combined Committee on Civil Affairs of 
the proposed action to ascertain whether there is any objection on their part to 
such action before giving the French our answer. 


HDW : gsa 4/8/44 


Mr. Sourwine. The next item is another instance of White’s stand- 
ing and his participation in highest level matters. This is from book 
737, page 131, and the date is May 31, 1944. 

This is a memorandum by White on the farewell visit of M. Pierre 
Mendez-France, the Finance Minister of the French Comite, to Secre- 
tary Morgenthau. 

Senator WELKER. Item 26 will be admitted. 

(The document referred to was marked “Exhibit No. 50” and is as 
follows :) 

Exutsit No. 50 


MEETING IN SECRETARY MORGENTHAU’S OFFICE 
May 31, 1944 


Present : Secretary Morgenthau, Mr. Mendes-France, Mr. White. 

Mendes-France, Finance Minister of the French Comite called to say good-bye 
to the Secretary. He said he was waiting for a plane to take him back to Algiers 
and was going to London from there. He said that he had not wanted to leave 
without thanking the Secretary personally for the great kindness and understand- 
ing that he had shown to him, and the great assistance he had been to the French 
Comite. 

The Secretary asked whether he had successfully completed his mission here, 
and Mendes-France said “not wholly” but that he had made progress. He said 
that he would like to have settled the matter of the authority to issue the notes 
but he realized that that was a political question which the Secretary couldn’t 
settle. The matter of getting the notes printed had however been arranged and 
the rate of exchange had been settled and he had a little success, but not much, 
with the Army in getting it to reduce expenditures of American troops while in 
France. Mendes-France said that the Treasury had been very cooperative, very 
sympathetic and that he and his colleagues appreciated it very much. He hoped 
that the Secretary and Mr. White would come to Paris soon. He said that he 
would transmit the Secretary’s message to Bloom via radio as he had described 
in a previous conversation with the Secretary. 


H. D. WHITE. 

Mr. Sourwine. The next is from book 767, pages 18 to 22, and the 
date is August 28, 1944. 

This is a memorandum to Harry Dexter White from Henry J. 
Bitterman. Can you identify Mr. Bitterman in 1944, Mr. Mandel? 

Senator Wetker. I think the record should show what Mr. Mandel 
is reading from. 

Mr. Manveu. According to the telephone directory of the Treasury 
Department, dated July, 1944, Henry J. Bittermann is listed as 
Monetary Research. 

Mr. Sourwine. That makes him one of Mr. White’s subordinates. 
Now, it is interesting that this is a memorandum to White from Bit- 
termann. There is no referral to the Secretary, but it is found in 
Mr. Morgenthau’s diary, which shows clearly that it was transmitted 
to him, 

This is a proposal for the division of Germany as a preventive of 
military recovery, and it includes a map* of the proposed division of 
Germany. It is of special interest, 1 believe, in relation to what 
came to be known as the Morgenthau plan for Germany. 


*See p. 2405. 
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It is also interesting to note that in this memorandum it is taken 
for granted that Soviet claims will be recognized. 
Senator Weiker. Item No. 24 will be admitted. 
(The document referred to was marked “Exhibit No. 51” and is 
as follows:) 
ExHipir No. 51 


TREASURY DEPARTMENT 


INTEROFFICE COMMUNICATION 
AvuGUST 28, 1944. 
To: Mr. White. 
From: Mr. Bittermann. 
Subject: Proposal for the Division of Germany as a Preventive of Military 
Recovery. 

1. The basic consideration in these proposals is that the industrial means for 
military aggression should be removed from German jurisdiction. 

2. The population should be divided so as to leave the northern German 
population together and to place the southern German population in a separate 
unit, if possible. 

3. The U. S. S. R.’s insistence upon the Curzon Line as the eastern border of 
Poland with the promise of giving Poland compensation in the west must be 
recognized. The U. 8S. S. R. has also recently made claims to the ice-free port 
of Koenigsberg. In the maps accompanying this report, these factors have been 
taken into consideration. 


PLAN I. DIVISION OF GERMANY WITH CESSION OF TERRITORY TO THE NETHERLANDS, 
BELGIUM AND FRANCE 
Boundaries 

It is proposed that the new north German state be bounded on the west by 
the west border of the old state of Oldenburg excluding however the port of 
Wilhelmshaven and adjacent territory and follow roughly the line of 7°30’ east 
to the Rhine at the city of Neuwied. The boundary continues along the Rhine 
to Mainz. The southern boundary is along the Main River and the old Bavarian 
border to the Czechoslovak border. The east boundary beginning at the city 
of Stettin proceeds south along the Oder River to its junction with the Neisze, 
following the Neisze to the Czechoslovak border in the vicinity of Goerlitz. 
The north border would be changed to transfer the province of Schleswig and 
part of Holstein to Denmark. The line would run approximately between Liibeck 
and a point in the Elbe opposite the town of Stade. 

These lines of demarcation would have the following effects on the military 
and economic situation of Germany. The Kiel Canal would be in Danish ter- 
ritory with ample space for its protection to the south. The line of 7°30’ and 
the Oldenburg borders would exclude the Ruhr valley with all of its industrial 
installations from the German state. The Dortmund-Ems Canal would also 
be outside of Germany territory, since this canal is essential to supplying the 
iron ore to the Ruhr steel works. The south border follows approximately the 
borders of the old states of Baden, Wuertemberg and Bavaria while the eastern 
border provides for the compensation in territory to be given to Poland as a 
result of Russian appropriation of the White Russian and Ukranian segments 
of old Poland. In the map, Silesia is given to Poland. 

It is proposed to erect a new south German state to be composed of the Repub- 
lic of Austria and the former states of Bavaria, Wuerttemberg and Baden and 
the portion of Hessen-Darmstadt on the right bank of the Rhine. These parts 
of Bavaria west of the Rhine are to be excluded. It has been agreed among the 
Allied powers that Austria will be reestablished as a separate state but no boun- 
daries have been set. The old Austrian Republic, however, had an unbalanced 
economy since the city of Vienna was too large for the relatively poor agricul- 
tural hinterland. The new state would combine the rich agricultural land of 
Bavaria with the Austrian state so as to produce a more balanced economic unit. 
It would have important industrial centers at Munich, Vienna, Stuttgart and 
Mannheim, but little heavy industry. 

It is proposed to extend the French borders to the Rhine to the city of Coblenz. 
This would give France the Saar Basin and so would supplement the industry 
of Lorraine. The Ruhr valley is divided between the Netherlands and Belgium. 
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It may be possible to draw a border midway between the Ruhr cities in which 
the lower section going to Belgium would include Dortmund, Essen, Elberfeld and 
Diisseldorf. The northern section parallel to the Netherlands border would in- 
clude Ruhrort, Gelsenkirchen, Hamm and Muenster. The line would be drawn 
so as to divide Krefeld and Muenchen-Gladbach. These industrial cities could 
then be given to the Netherlands and Belgium, respectively, or combined with 
either segment so as to give a more balanced industrial unit. Further investiga- 
tion would be required on this division of the Ruhr territory. The city of Aix-la- 
Chapelle would be in the Belgian section. 


Economic Consequences of the Division 


The proposed partition would leave the north German state with a predomi- 
nantly agricultural territory. It would include, however, the manufacturing in- 
dustries of Berlin, Dresden and Leipzig. It would contain the important seaports 
of Hamburg, Bremen and Liibeck. This north German state would lack heavy 
industry (steel), particularly since the Silesian industrial and mining district has 
heen allocated to Poland under this proposal. The south German state would 
contain the important industrial centers of Vienna, Munich and Mannheim. This 
area would also not have extensive heavy industries. 

The important industrial and mining areas under this proposal are divided 
among small nations, except for the Saar Basin, going to France. At the pres- 
ent time the Netherlands contains little heavy industry and lacks supplies of coal 
and steel. The addition of the northern part of the Ruhr territory and the agri- 
cultural land adjacent to the Netherlands would supplement the requirements 
of the Netherlands economy. Belgium already has a considerable heavy industry 
but the addition of this territory would make Belgium industrially stronger. 
Poland as constituted before the war had important industrial centers in Warsaw, 
Posen and Lodz. The new alignment would add the industrial city of Breslau 
while the port of Danzig could again be used by Poland to supplement the facil- 
ities of Gdynia. By securing all or most of Silesia, Poland would have a pro- 
ductive industrial area added which would give its economy greater balance. It 
might be desirable in view of the location of rivers and the use of the Oder as 
a border of the new Poland to internationalize the port of Stettin. The present 
proposal has not suggested any change in the borders of Czechoslovakia. It 
might be desirable to give Czechoslovakia a portion of Silesia so as to add to 
Czechoslovakia’s industrial strength. 


Population 


Germany before the war contained a population of 66 million. As the map is 
divided here, the north German state would contain a population of approximately 
30 million of whom from 10—12 million would be in cities over 50,000 population. 
The guess may be hazarded that approximately half of the population would be 
engaged in agriculture and the remainder in manufacturing and trade. The 
south German state would contain a population of approximately 20 million, of 
whom 5 million would be in larger cities. Vienna alone has a population of al- 
most 2 million while Munich has a population of 700,000. 

The area given to France would contain approximately 2 million; to Poland 
6 million ; and to the Netherlands and Belgium 12—13 million. 

This distribution of population raises certain serious political questions. The 
land assigned to France would create no special problem since the 2 million would 
be small in comparison to the French population. The addition to the Nether- 
lands and Belgium, however, would be serious since the territory given to the 
Netherlands would contain almost as many people as the Netherlands proper did 
before the war. Five million would be added to Belgium’s population of 8 million. 
These minorities would be so large as to create political instability in the coun- 
tries to which they were added, particularly in view of their conflicts over 
minority problems in the period preceding the war. Moreover, there is the danger 
that these populations, if aligned with groups in the original state, might assume 
a dominant role in the political life of the countries to which they were attached. 
They might even have the effect of drawing Belgium and the Netherlands into 
the general orbit of German political thinking. This constitutes the greatest 
weakness of the proposal submitted. These difficulties could be avoided only 
by a wholesale transfer of populations from the ceded areas. 


Social Considerations 


The proposed south German state would be culturally fairly homogeneous. 
The population speaks a group of related high German dialects, the dialects of 
Austria and Bavaria being partly identical. The south German state would be 
predominantly Catholic with, however, large Protestant enclaves in Wuertemberg 
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and parts of Baden. The north German state suggested here would be culturally 
less homogeneous. The south portion is essentially high German in dialect, 
whereas the north portion speaks low German. The area is predominantly 
Protestant, though there would be considerable Catholic minorities scattered 
about. 

The principal problem arises with the territory separated from Germany and 
added to other countries. The population detached would most probably be too 
large to make possible a transfer to the new German states. Moreover, the in- 
dustry of the Ruhr and the Rhineland could not be continued without a large 
population. These areas added to the Netherlands, Belgium, and France are 
among the more prosperous parts of Germany. The population would probably 
prefer to continue in its old location rather than to move. In this case, Belgium, 
Netherlands, and France would be confronted with serious problems of linguistic 
minorities. While the population added to the Netherlands in the territory west 
of Odenburg does not differ greately in dialect from the eastern Netherlands, both 
areas speaking low-Saxon dialects, the Ruhr area would constitute an entirely 
foreign population. It would also add to the difficulties which the Netherlands 
has had with its minority groups, particularly in the southeastern section, who 
have been politically inclined toward Germany. There would be further religious 
complications in that there would be considerable additions to the Catholic minor- 
ity in the Netherlands. The area added to Belgium would be predominantly 
Catholic and so would not add religious difficulties to the Belgian situation. 
It would, however, add a considerable German minority and Belgium has for 
many years had its conflict between the French-speaking and Flemish-speaking 
parts of its population. In the case of Poland, a large German-speaking popula- 
tion would be added to Poland. This would undoubtedly create difficulties because 
of the strong opposition of the two groups. The German population added would 
also be largely Protestant whereas the effect of applying the Curzon Line to 
Poland would be to eliminate from the Polish state almost entirely the non- 
Roman Catholic sections of its population. 


(The map submitted with the Bitterman memorandum appears on 
the opposite page.) 

Mr. Sourwine. The next item, Mr. Chairman, is from book 767, 
pages 23 to 27, and the date is August 28, 1944. 

There is another memorandum to White which is found in the Mor- 
genthau diaries, although there was no transmittal to the Secretary 
in w riting. This memors randum is froma Mr. Nathan. Is that Robert 
R. Nathan, who was Deputy Director of OWMR in 1944? 

Mr. Manpet. There is listed here in the 1944 directory Otto Nathan, 
Monetary Research. 

Mr. Sourwine. This was then Otto Nathan and not Robert R. 
Nathan. 

I call particular attention to that, since originally it had been 
thought that this memorandum might have been by Mr. Robert R. 
Nathan. This memorandum also concerns the partition of Germany. 
This is a somewhat different plan than proposed in the item previously 
offered. 

These fellows were having a lot of fun cutting Germany up down 
here in the Treasury paER TREN ee 

Senator Wetxer. Item No. 29 will be admitted without objection. 

(The document was marked “Exhibit No. 52” and appears below :) 








ExHrsir No, 52 





TREASURY DEPARTMENT 


INTEROFFICE COMMUNICATION 


AvuaustT 28, 1944. 


To: Mr. White. 
From: Mr. Nathan. 
Subject: Partition of Germany. 


The purpose of partitioning Germany into several autonomous states is to 
make it difficult for her to use again her economic potential for aggressive pur- 
poses. An attempt must be made therefore to arrange the partition in such a 
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way that the several new states will not want to reunite when military occupa- 
tion is withdrawn. 

To accomplish this objective the following principles should guide the partition : 

1. The new states should be as homogeneous in themselves as possible, either 
ethnically or religiously. If that were possible, it could be hoped that the new 
states would develop into conscious entities, held together by certain common 
bonds, and would not seek reunion with each other as they otherwise might. 

2. The partition should be so arranged that the new states do not depend upon 
each other economically. This means that industries which have been built up 
in dependence upon each other—such as the coal and iron industries in the west 
of Germany—be not separated politically. If they were separated the two states 
would want to work out an economic arrangement between themselves and would 
tend to reunion. 

3. Any attempt toward economic self-sufficienciency of the new state should 
be discouraged. They should depend on buying industrial and agricultural raw 
materials from the world outside of old Germany. That would make sure that 
their economies would be geared to participation in world trade. Even if they 
were to reunite later, they could obtain greater economic self-sufficiency for war 
only after many years of preparation. Custom union among the several states 
should, of course, be forbidden, to make sure that the new states do not auto- 
matically develop into an economic unity and build up their economies adjusted 
to each other. Similarly, the tariffs on agricultural raw materials such as wheat 
and rye should be removed to prevent self-sufficiency in food of each individual 
state and of the several states together should they ever reunite. 

4. In determining the partition, it should be seen to it that the economic poten- 
tials of old Germany be so distributed and the new states be economically so 
balanced that, after several years of readjustment and reorganization, they may 
achieve a certain level of prosperity and a fairly tolerable standard of living. 
If they would not do so, political unrest is bound to develop; the urge for reunion 
may then become so intense that only military intervention could prevent it. 
Whether military intervention for that purpose could be expected years after 
the war, is, in the light of previous experience, very doubtful. 

5. The partition should be so arranged that typically and genuinely German 
territories be attached to neighboring states as sparingly as possible. In the case 
of annexation, it cannot be assumed that voluntary mass migration into the rem- 
nants of Germany would take place to a sufficiently large extent. Many people 
would want to stay where their forefathers and they themselves have lived for 
many years. Others would want to stay for political reasons in the hope to work 
for reunion with Germany. The political problems created by minorities sepa- 
rated from the country to which they want to belong are too well known to need 
elaboration. Compulsory migration of all people of decidedly German origin 
would not solve all~political problems and create difficult economic problems. 
Moreover, should migration take place, it might be difficult for the annexing 
countries to find a sufficient number of people to operate the industries in the 
annexed territories. 

No partition could be devised that would be compatible with all these prin- 
ciples. The problem is to find an optimum solution. It appears to this writer 
that the partition suggested by Mr. Sumner Welles in his recent book The Time 
for Decision has many merits in this respect and may be used as a basis of 
discussion. Mr. Welles suggests that no territory be detached from Germany and 
annexed to neighboring countries except East Prussia; and that in return for 
East Prussia, a small part of western Poland be added to the pre-1939 Germany 
for reasons of economic stability. Germany would be divided into three parts, 
one part comprising the entire south with the extreme west of the country, a 
second part comprising the extreme north and all the central parts of Germany 
roughly west of the river Elbe, and a third part comprising the entire east and 
southeast. In the discussion that follows the three parts will be designated in 
the order just mentioned, I (south), II (west), III (east). 

“I” would comprise the territory covered so far by Bavaria, Wurttemburg, 
part of Hessen, the Saar, and part of the old Prussian Rheinprovinz west of the 
Rhine. II would comprise the Rheinprovinz east of the Rhine, the other part of 
Hessen, Hessen-Nassau, Thuringia, Westphalia, Hanover, Oldenburg, Hamburg, 
Bremen, Schleswig-Holstein, the Prussion province Saxony, Lippe, Brunswick, 
and Anhalt. III would include the Prussian provinces Silesia, Brandenburg 
with Berlin, and Pomerania, and, furthermore, the states of Mecklenburg and 
Saxony. Added to the territory of III just described would be a strip of land 
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taken from western Poland; the eastern border of that strip would run about 
parallel with the 1939 eastern border of Germany, reaching east almost to Danzig. 

No partition could be suggested that would be in harmony with the first prin- 
ciple stated above. For no partition can be thought of that would carve out 
ethnic or religious entities. However, Mr. Welles’ suggestion seems to answer 
the purpose as well as at all possible. “I’’ would constitute both politically 
and religiously a fairly homogeneous state. It would include all the old south 
German states which have felt for many decades closer to each other than to 
the rest of Germany. The whole state would be fairly homogeneous religiously 
since a very large part of the population of that territory is Catholic. No such 
positive statement regarding homogeneity could be made about either II or III. 
The northern parts of both II and III might be considered ethnically fairly 
homogeneous. But other parts are added to both II and III which present many 
differences among themselves, religiously, ethnically and according to their eco- 
nomic structure. It should be added, however, that no other division could be 
suggested that might correspond to the first principle stated above more closely 
than Mr. Welles’ proposition. 

Except for a few cases, Mr. Welles’ suggestion would not change administra- 
tive and state borders. This seems to be a wise approach since some kind of 
unity exists in each of the old separate provinces and states; and it would not 
prevent the political decentralization of the Prussian state which Mr. Welles 
does not recommend, which, however, would be highly desirable. 

As far as the economic structure of the three parts is concerned the partition, 
as suggested, seems to be fairly consistent with the principles laid down above. 
Each of the three parts is a mixture of agriculture and industry. None is self- 
sufficient. Many adjustments would be necessary. But it can be hoped that 
after a number of years, they would be able to develop into fairly well inte- 
grated economies. Industries which have grown up in dependence upon each 
other would, by and large, not be separated by political frontiers. The urge for 
reunion would hence not be stimulated by immediate economic interests. The 
following table gives some rough indication about the population and about the 
economic resources of the three different states. More detailed material, par- 
ticularly about the production of raw material in each of the three territories 
and about the productive capacity of various industries, was not available either 
in the Treasury Library or the Library of Congress. 


Population and resources of Germany, after partition 
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The partition, as suggested, would leave the Ruhr industry almost com- 
pletely in state “II.” (The industry west of Rhine would belong to “I.” How- 
ever, the bulk of what is called the Ruhr with all the dependent industries is 
east of the Rhine and would hence belong to “II’’). This writer feels that, in 
view of the objectives laid down above, this would be the most commendable 
solution. If the Ruhr industry would be divided, say, between I and II, large 
parts of it would either have to be destroyed completely—which, from the 
point of view of European reconstruction, would be a senseless thing to do— 
or the different parts would tend to close economic arrangements among them- 
selves. Close economic ties would hence develop immediately between the two 
states. To prevent Germany from using her industrial potential for prepara- 
tion of another war is to a large extent a political and not an economic problem. 
Political and military control is necessary (1) to prevent clandestine war prep- 
aration in industrial equipment, (2) to suppress certain industries completely 
(airplane, synthetic oil and rubber, etc.), (3) to regulate the importation of raw 
materials. In addition, the nationalization of the coal and iron and steel indus- 
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tries should be seriously considered. The United Nations could control the 
industries more easily if they were owned by the states themselves and could 
prevent more readily clandestine preparation for war. Since the coal industry 
provides many other industries in the neighboring districts which are impor- 
tant for war preparations (chemical industries!) with indispensable raw mate- 
rials, government ownership in the coal industry (as also in the iron and steel 
industry) might be very helpful. 

As mentioned before, Mr. Welles’ scheme of partition is suggested here merely 
as a basis for discussion. The need for several qualifications is obvious. The 
annexation of the Saar by France and of Upper Silesia by Poland which might 
be feasible without creating difficult political problems would tear off Germany 
important raw material and manufacturing industries and would weaken her 
considerably should the three parts ever reunite. Similarly, the annexation 
of the extreme north by Denmark should be considered for strategic purposes. 
The partition of the old Prussian Rheinprovinz into I and II would need careful 
scrutiny. It may be possible to devise a scheme that would take some parts 
of the Ruhr into I, weakening thereby the Ruhr as an entity in itself. 

It may be noted that Mr. Welles does not suggest to add Austria to I, the 
south of Germany. ‘This is in line with the declaration of the United Nations 
at the Teheran Conference. 


(The map submitted with the Nathan memorandum appears on the 
opposite page. ) 

Mr. Sourwine. The next is another one which it is interesting to 
find in the Secretary’s diary. This is a memorandum from book 772, 
pages 282-286, and the date is September 9, 1944. 

The memorandum is to Harry Dexter White from William H. 
Taylor, transmitting a report by L. C. Aarons on his visit to the finance 
offices of the European Theater of Operations in France. 

Senator Wetker. Can you identify Aarons and Taylor, Mr. 
Mandel? 

Mr. Manvet. William Taylor is not listed in the 1944 directory. 
He may have been a Foreign Service officer. 

Senator WeLker. From the State Department? 

Mr. MAnpbeL. In the Treasury ? 

Mr. Sovrwine. William H. Taylor, according to this memorandum, 
was in the Treasury Department, Division of Monetary Research, at 
the time, because his transmittal memorandum is written on the mem- 
orandum form of the Division of Monetary Research. Do you find 
L. C. Aarons? 

Mr. Manpveu. Lehman C. Aarons, General Counsel. 

Senator WeLxer. Item No. 30 will be admitted. 

(The document was marked “Exhibit No. 53” and appears below :) 


ExHrsir No. 53 


TREASURY DEPARTMENT, 
DIVISION OF MONETARY RESEARCH, 


September 9, 
To: Mr. White. 


From: Mr. Taylor. 
Aarons reports on his 4-day trip to France. 


REporRT ON TRIP TO FRANCE 


Period of trip: August 15 to 19, inclusive. 
Principal cities and towns visited (in the order in which visited): Isigny, 
Carentan, St. Mer. Hglise, Montebourg, Valognes, Cherbourg. Bricquebec, 
Carteret, Barneyville, La Haye de Puits, Lessay, Coutances, Brehal, Granville, 
Avranches, Rennes, Vitre, Laval, Le Mans, and St. Lo. 

Purpose of trip: to accompany Brigadier General Cobbs, Fiscal Director ETO, 
on an inspection of various headquarters and subsidiary finance offices and to 
determine what problems of mutual interest were arising in these offices. 
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Finance offices visited: The principal finance offices visited by us were (1) 
Communications Zone Headquarters (located near Valognes) ; (2) Advance Sec- 
tion Headquarters (‘“Adsec’’—located then between Isigny and Carentan, but 
now moved to Le Mans); (3) Third Army Headquarters (located then near 
Le Mans, but about to move); (4) First Army Headquarters (located then at 
St. Lo, but about to move); and (5) Central Disbursing Office for Normandy 
base section (located at Rennes). We also visited numerous lesser offices and 
disbursing sections. 

OBSERVATIONS 


At Adsec, the figures (covering all of liberated France) for cash handling in 
July had just been assembled. They showed that 17 percent of the amount 
of cash actually paid out to the troops was retained by them for pocket money. 
83 percent was remitted back home, or invested in war bonds, or placed on 
deposit with finance officers. This 17 percent figure is reduced to 614 percent 
when compared with the total pay earned by the troops. In other words, the 
troops retained in their pockets in July only 6% percent of the amount of their 
franc pay plus the amount of their dollar pay which they have allotted to 
dependents or for war bonds, etc., at home. It is to be noted that the 17 percent 
and 6% percent figures do not take into account such items as receipts by Red 
Cross, Stars & Stripes, etc. These items would still further reduce the amount 
retained by troops. 

At Adsec, we also learned that there is a heavy demand now on the part of 
disbursing sections for 500- and 1,000-franc notes, particularly the former. Dis- 
bursing sections have a great deal of cash on hand and like to keep it in the 
larger denomination notes. Many of the troops are also asking for their pay 
in 500- and 1,000-franc notes. 

As an example of increases in cash on hand, it is noted that the Finance 
office at 3rd Army Headquarters came into France with 22 million francs. It 
now has 40 million frances on hand. 

In general, I was very favorably impressed by the efficiency of organization 
of the fiscal service and by the high quality and organizational loyalty of the 
men who are working under General Cobbs. His principal problem at the time 
of our trip—as was true with all other Army organization—was one of move- 
ment. At the rate that General Patton’s forces have been moving forward, it is 
a very challenging problem for behind-the-line organizations to keep in positions 
where they can render the necessary services and coordinate their own activities 
properly. The fiscal service appeared to me to be doing very well with this prob- 
lem. During our visit General Cobbs made Adsec finance office responsible for 
servicing and handling, in the first instance, the problems of both the Army Head- 
quarters. (These had’previously been handled directly between the Army Head- 
quarters and Communications Zone Headquarters.) Under the new arrange- 
ment, with Adsec continually moving forward, it is expected that coordination 
and efficiency will still further be improved. 

The problem which was most commonly raised by finance oflicers was what 
disposition to make of mutilated currency. The amounts of this currency are 
not really large, but it comes into the finance offices frequently in small lots and 
often in such form that it is unhealthy to handle. General Cobbs advised all 
finance officers that if the currency was bloody and apparently unfit to handle, a 
board of officers should be convened to condemn the currency to burning. In 
such cases, the description of the currency, including the denominations and 
serial numbers, should be recorded, if possible. As to all other mutilated cur- 
reney, General Cobbs advised that it should be turned in to the Civil Affairs 
currency section at Cherbourg. It appeared, however, that CA Currency Section 
was not prepared to accept any mutilated currency. As to Banque de France 
currency, CA Curreney Section advised finance officers to go to the Banque de 
France which would exchange mutilated currency if 3/5 of the note is intact 
and if the serial number in the center of the note and on 3 of the corners is 
intact. 

I advised General Cobbs that this matter had been taken up some weeks ago by 
the Financial Branch, G—5, SHAEF, with the French, with the request that 
liberalized rules be adopted urgently by the French for exchanging mutilated and 
soiled currency taken from dead and wounded troops. The French had promised 
quick action at that time. (On.my return I reported the foregoing to Col. Bern- 
stein who said that in view of the dilatory attitude of the French in this regard 
he would take immediate and firm action with them to clarify the situation. ) 
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I did not have the opportunity to visit Civil Affairs offices inasmuch as General 
Cobbs was anxious that I get as complete as possible a picture of his organiza- 
tion. (The only exception to this was the CA Currency Section at Cherbourg. ) 

By questioning of Finance officers, local inhabitants and by observation. 
formed the following miscellaneous opinions : 

1. There is no black market in dollars or sterling in any of the towns visited 
including Cherbourg. 

2. Local supplies of dairy products, fruit, fresh vegetables and eggs are still 
abundant, and are not to any substantial extent being bought by our troops. 
(Some of the finance officers were not clear as to the reason for the prohibition, 
They seemed to be satisfied when I explained to them not only the necessity of 
stockpiling for later deficiencies, but also the idea that if the French economy 
should become unstabilized, we wanted to have no share of the responsibility.) 

3. Prices are apparently satisfactory. I inquired of French people at Rennes 
on the situation before and after liberation. A typical reply was “Potatoes cost 
20 frances a kilo while the Germans were here and now cost only 5.60 francs per 
kilo.” The intelligent French “man on the street” appreciates deeply the fact 
that we are not buying their local products, pushing up prices and creating scarci- 
ties for them. 

4. The railroad runs down at least to Rennes, and thus contributes to the 
amazing performance of transportation which has been accomplished in the 
liberated area. The new railroad tracks are already laid amidst the smashed 
forts at Cherbourg alongside the more than 4,000 feet of new docks which are 
nearing completion. Roads are repaired and cleared throughout the area, and 
in St. Lo, the German prisoners have finally reached down to the original cobble- 
stones with their pickaxes and shovels. (However, I didn’t see a single prisoner 
who looked as though he were earning his 80 cents per day. ) 

>. Rennes, and Le Mans, cities of 100,000 each, are mostly intact except for 
a little “pinpoint” air bombing, and some demolition done by the Germans. The 
latter is true particularly in Rennes where the Germans blew up a large number 
of municipal buildings along the canal in the center of the town. The local 
inhabitants are very bitter about this. 

6. There are still a few snipers and traitors loose in Rennes and Le Mans. 
When we were there they were still collecting a truckload or so of them per day. 
They were being put into men’s and women’s prisons, including a large concen- 
tration camp erected there by the Germans. Tribunals were being organized for 
their trials and local inhabitants (mostly vehemently pro-de Gaulle) were look- 
ing forward with bated breath to the trials. 

7. The people stand along the roads, especially around Rennes and Le Mans, 
gaping with wonderment at the never-ending procession of American vehicles. 
Their faces show genuine enthusiasm, and whether they be age three or eighty 
they all throw up their right arm with a vigorous V-sign. In the most recently 
liberated parts, some of the children, by force of habit, give a Nazi salute instead. 

8. American and British flags, as well as the tricolor, are in abundance. Many 
of the American flags have anywhere from 7 stripes upward, and far less than 
48 stars. 

9. The tidbit of the trip was the sight of a convoy of German prisoners con- 
taining about twelve open trucks with at least 60 prisoners standing jammed 
uncomfortably on each truck. Attached to the last truck was an open trailer. 
In the trailer, in a lounging position, with a grin on his face, with his trigger- 
happy finger ready for action, was a very black G. I. from the deep South shep- 
herding the master race to their oblivion. 

L. C. AARONS, 
U.S. Treasury Representative. 

Mr. Sourwine. The next item, Mr. Chairman, is from book 776, 
pages 185-186, and the date is September 28, 1944. This is a moni- 
tored telephone conversation between Secretary Morgenthau and 
White on the need to consult Mr. Elmer Davis about the controversy 
which had arisen over the Morgenthau plan for Germany. 

Mr. Davis was then Director of OWI. This is a fairly short con- 
versation, but I offer this for the record. 

Senator Weiker. Item No. 31 will be admitted. 
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(‘The document was marked “Exhibit No. 54” and appears below :) 
ExHipir No, 54 


SEPTEMBER 28, 1944, 3: 42 p. m. 

Harry WHITE. Hello. 

OPERATOR. Mr. White. 

H. M., Jr. Harry. 

W. Yes. 

H. M., Jr. Elmer Davis just left here on War Bonds and he started in on this 
business how to treat Germany. 

W. Yeah. 

H. M., Jr. What are we going to do with the fifteen million people? This 
just means eliminating them from starvation. 

W. Yeah. 

H. M., Jr. So I said wouldn’t he like to see you and he said he would, and if 
you'd call him up in the morning—I said you’d come over and see him. 

W. Yes. 

H. M., Jr. He’ll have a couple—two of his top people there. 

W. Allright, ’ll.... 

H. M., Jr. He’s set aside an hour. 

W. All right, I'll do that. 

H. M., Jr. He needs selling very badly. 

W. All right, I'll do that. 

H. M., Jr. And he also says that it’s all around Washington that the leaks on 
this thing have come from the Treasury. 

W. That’s interesting. 

H. M., Jr. Yeah. I said, “Sure, that’s what State has spread.” 

W. Yeah. 

H. M., Jr. Yeah. 

W. Okay. 

H. M., Jr. It’s on the ticker and it says, “High authority”—and we've checked 
it at the White House—that the President said he’s going to get the three of us 
together and it’s all going to be settled amicably. 

W. Yeah. Isee. You haven’t heard of the meeting though? 

H. M., Jr. No. 

W. Yes, sir. 

H. M., Jr. No. 

W. All right. 

H. M., Jr. Thank you. 

W. All right. Bye.’ 


Mr. Sourwrtne. Mr. Chairman, the final document which I offer 
today is of interest. primarily because it shows something of the organ- 
ization of Harry Dexter White’s office in the spring of 1945. This is 
from book 839, page 153, and the date is April 21, 1945. 

This is a memorandum to Secretary Morgenthau from White, 
naming the officials who will assume his duties during his absence in 
San Francisco where he is to be a member of the American Delegation 
to the first meeting of the United Nations. 

Senator WeLxker. Item No. 35 will be admitted as part of the rec- 
ord at this point. 
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(The document was marked “Exhibit No. 55” and appears below :) 
ExHIBit No. 55 
TREASURY DEPARTMENT 
INTER OFFICE COMMUNICATION 
APRIL 21, 1945. 
To: Secretary Morgenthau. 
From: Mr. White. 

While I am gone, I would suggest that you look to Mr. Luxford to substitute 
for me in the responsibility of following through on Bretton Woods matters. Mr. 
Feltus has charge of the public relations aspects of Bretton Woods, Mr. Bern- 
stein of technical aspects of speeches, selection and preparation of witnesses and 
drafting of technical letters, ete. Mr. O’Connell takes care of arrangements on 
the Hill. 

That’s how we have been operating and I think that each of them understands 
what are his responsibilities. 

Mr. O’Connell and Mr. Luxford are seeing Mr. Wolcott this afternoon (I ar- 
ranged meeting) to find out what happened at the conference which Wolcott had 
with Burgess. 

I am appending a memorandum which gives my detailed views on the proposed 
compromise. 

Mr. Sourwine. Those, Mr. Chairman, are all of the documents 
which are offered for the record this morning. I have no witnesses to 
present. 

The chairman desires that the document previously placed in the 
record be read, item 31, the telephone conversation. It took place at 
3:42 p. m., September 28, 1944. 

(The document, exhibit No. 55, was read in full, as requested. 
by Mr. Sourwine.) 

Senator Werker. Any questions? Does counsel have anything 
further ? 

Mr. SourwineE. No, I have nothing at this time, sir. As the chair- 
man knows, this record necessarily will build up slowly. 

Senator Weiker. I understand. The committee understands. 

We will stand in adjournment. 

(Whereupon, at 11:20 a. m., the subcommittee adjourned. ) 
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